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EXECUTIVE  SUMMARY 


INTRODUCTION 


The  Health  Care  Financing  Administration  (HCFA)  is  implementing  the  Community 
Nursing  Organization  (CNO)  Demonstration  in  response  to  section  4079  of  P.L.  100-203, 
the  Omnibus  Budget  Reconciliation  Act  of  1987  (OBRA  87).  A  copy  of  section  4079  is 
included  in  Appendix  A.  This  section  of  OBRA  87  directs  the  Secretary  to  conduct 
demonstration  projects  at  four  or  more  sites,  testing  capitated  payment  under  the  Medicare 
program  for  community  nursing  and  ambulatory  care  services  furnished  to  Medicare 
beneficiaries  by  CNOs.  The  major  hypothesis  of  this  demonstration  is  that  the  CNO  model 
will  reduce  service  delivery  fragmentation  and  the  use  of  costly  acute  care  services,  and 
improve  the  continuity  of  home  health  and  ambulatory  care  for  Medicare  beneficiaries. 
The  project  will  test  a  nurse-directed  service  delivery  model  that  is  not  currently  recognized 
under  the  Medicare  program.  The  legislation  prescribes  general  eligibility  criteria  for 
organizations  that  may  provide  services  and  receive  payment  under  the  demonstration,  lists 
the  mandatory  and  optional  services  to  be  included  in  the  demonstration,  and  presents 
basic  requirements  related  to  the  administration  of  the  demonstration,  including  enrollment, 
quality  assurance  and  grievance  procedures. 

The  legislation  requires  HCFA  to  provide  payment  to  CNOs  on  a  prepaid,  capitated  basis 
for  community  nursing  and  ambulatory  care  services  (primarily  Medicare-covered  home 
health  services,  medical  devices  and  durable  medical  equipment,  and  certain  ambulatory 
care  services)  furnished  to  Medicare  beneficiaries  while  they  are  enrolled  in  a  CNO.  The 
legislation  requires  that  CNO  enrollment  be  open  to  any  individual  entitled  to  benefits 
under  Medicare  Part  A  and  enrolled  under  Part  B  of  title  XVIII  of  the  Social  Security  Act 
(other  than  United  Mine  Worker  retirees,  individuals  that  receive  health  benefits  from  a 
full-risk  Medicare  HMO,  are  enrolled  in  Medicare  Hospice  program,  are  in  an  institution 
for  more  than  60  consecutive  days,  or  are  determined  to  have  end-stage  renal  disease). 

The  legislation  defines  a  capitated  payment  method  that  is  modeled  after  the  adjusted 
average  per  capita  cost  (AAPCC)  payment  for  Health  Maintenance  Organizations  (HMOs) 
and  specifies  that  an  alternative  capitated  payment  approach  is  to  be  implemented  at  one 
or  more  of  the  sites.  The  legislation  specifies  that  CNOs  will  assume  full  financial  risk 
under  the  demonstration  for  the  mandatory  service  package. 
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This  legislation  has  required  HCFA  to  conduct  extensive  analyses  in  order  to  specify 
detailed  eligibility  requirements  and  operational  protocols  for  organizations  that  may  offer 
services  under  the  demonstration  and  develop  viable  payment  methodologies  for  the 
demonstration.  In  late  1988,  a  task  order  was  issued  to  the  People-to-People  Health 
Foundation  (Project  HOPE)  to  develop  a  project  design  for  this  demonstration.  Project 
HOPE,  with  input  from  a  Technical  Expert  Panel  (TEP)  (Appendix  D)  and  assisted  by  its 
subcontractor,  the  American  Nurses  Association  (ANA),  completed  the  initial  conceptual 
work  on  demonstration  design  issues  and  alternatives.  They  developed  documents  which 
address  relevant  topical  areas  such  as  service  delivery  models,  possible  eligibility  criteria  and 
standards,  service  package  and  marketing  arrangements,  payment  issues,  costs  of  CNO 
services,  estimated  capitation  rates  and  the  feasibility  of  nealth-adjustors  to  the  AAPCC- 
based  capitation  rates.  Reports  prepared  during  this  initial  effort  are  included  in 
Appendix  B. 

The  completion  of  the  design  work  was  also  delayed  by  the  complexities  encountered  in 
developing  the  demonstration's  two  payment  methods.  HCFA's  initial  work  on  CNO 
model's  payment  methodology  indicated  that  the  CNO  per  capita  rates  would  be  low 
(approximately  $7  per  enrollee,  per  month,  without  adjusters  for  demographic  or  health 
status  factors).  Considering  that  a  typical  Medicare  skilled  nursing  home  health  visit 
averages  about  $60,  the  viability  of  this  rate  structure  was  questioned,  given  the  potential 
costs  of  providing  the  benefit  package  to  enrollees  with  serious  health  and  functional 
impairments.  In  addition,  CNOs  would  also  be  at  considerable  financial  risk  from  adverse 
selection  and/or  small  caseloads,  since  many  of  the  organizations  that  indicated  initial 
interest  in  the  demonstration  were  small  organizations  with  few  financial  reserves.  Since 
institutional  and  physician  services  are  not  part  of  the  CNO  service  package,  cost  saving 
from  any  reductions  in  health  care  costs  due  to  good  patient  management  may  not  accrue 
to  the  CNO,  so  sites  would  have  limited  opportunity  to  build  reserves  during  the 
demonstration.  Consultations  with  nursing  groups  and  feedback  from  several  potential 
CNO  sponsors  confirmed  HCFA's  concerns  that  the  potential  CNO  sites  would  not  consider 
participation  in  a  demonstration  with  this  rate  structure.  These  issues  necessitated  the 
development  of  a  new  method  to  produce  payment  rates  more  reflective  of  the  broad  range 
of  service  costs  of  CNO  enrollees. 

A  series  of  analyses  were  carried  out  by  the  Long  Term  Care  Data  Institute,  through  a  sub- 
contract with  Project  HOPE,  to  identify  health  and  function  measures  suitable  for  adjusting 
the  capitation  rate  structure.  In  July  1990,  a  second  TEP  composed  of  members  from  the 
provider,  consumer,  and  health  policy  research  communities,  and  including  representation 
by  the  ANA  was  convened  to  discuss  the  demonstration's  alternative  payment  method, 
mandated  under  the  legislation.  Because  of  the  favorable  outcome  of  the  preliminary 
analysis  of  the  Long  Term  Care  Survey  and  recommendations  from  the  TEP,  HCFA  funded 
additional  analyses  of  the  Long  Term  Care  Survey  to  develop  both  of  the  demonstration's 
payment  methods.  These  extensive  analyses  delayed  the  completion  of  the  demonstration 
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design  but  have  yielded  cost  ratios  reflective  of  the  range  of  service  costs  of  potential  CNO 
enrollees.  HCFA  has  completed  its  development  of  the  design  for  the  CNO  demonstration 
and  issued  a  procurement  announcement  for  demonstration  sites  in  the  Commerce  Business 
Daily  (CBD)  on  August  9,  1991.  Four  CNO  site  contracts  were  awarded  in  September 
1992,  as  a  result  of  a  competitive  procurement  process.  The  four  sites  are: 

1)  Carle  Clinic,  Mahomet,  Illinois 

2)  Carondelet  Health  Care,  Tucson,  Arizona 

3)  Visiting  Nurse  Service  of  New  York,  New  York 

4)  Living  at  Home/Block  Nurse  Program,  St.  Paul,  Minnesota 

ELIGIBILITY  CRITERIA  FOR  DEMONSTRATION  SITES 

Consistent  with  legislative  intent,  a  broad  range  of  organizations  may  have  qualified  to  serve 
as  a  CNO  site  given  they  met  the  organizational,  financial,  and  service  delivery 
qualifications  established  by  HCFA.  Although  applicants  were  required  to  have  experience 
in  the  provision  of  nursing,  ambulatory,  and/or  home  health  care,  CNO  sites  were  given 
considerable  flexibility  to  develop  consortiums,  service  networks  or  other  contractual 
arrangements  with  existing  health  providers,  suppliers  and/or  professionals  in  order  to 
establish  the  capacity  to  provide  the  entire  range  of  CNO  services  specified  in  the  statute. 
The  selected  sites  include  a  large  multi-specialty  group  practice  (Carle),  a  hospital-based 
organization  (Carondelet),  a  not-for-profit  Medicare  certified  home  health  agency  (VNS  of 
NY),  and  a  not-for-profit  nursing  organization  committed  to  replicating  the  Block  Nurse 
Program  model  (Living  at  Home/Block  Nurse  Program). 

CNO  SERVICE  DELIVERY  REQUIREMENTS 

CNO  sites  are  financially  responsible  for  the  provision  of  all  legislatively-specified 
mandatory  community  nursing  and  ambulatory  care  services  (e.g.,  home  health  care,  case 
management,  outpatient  physical  and  speech  therapy,  ambulance  services,  prosthetic 
devices,  and  durable  medical  equipment)  to  Medicare  enrollees.  In  addition,  CNOs  may 
furnish  additional  optional  services  appropriate  to  prevent  the  need  for  institutionalization, 
if  requested  by  the  CNO  and  approved  by  HCFA. 

Specific  operational  protocols  have  been  developed  by  HCFA  for  the  CNO  sites  to  ensure 
that  they  comply  with  the  legislative  framework.  CNOs  have  established  marketing  and 
enrollment  systems  to  attract  and  enroll  Medicare  beneficiaries  into  the  demonstration 
program,  have  grievance  procedures  to  handle  enrollee  complaints,  and  a  quality  assurance 
system  to  ensure  access  and  quality  of  services  provided  under  the  demonstration.  In 
addition  to  an  internal  quality  assurance  plan,  Abt  Associates  Inc.,  was  responsible  for 
developing  the  protocols  and  processes  for  an  external  quality  assurance  plan.  The  purpose 
of  the  external  review  function  is  to  provide  HCFA  with  an  independent  assessment  of  the 
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quality  of  care  delivered  to  Medicare  beneficiaries  enrolled  in  this  risk-reimbursement 
coordinated  care  program.  The  external  quality  assurance  plan  will  be  implemented 
through  a  delivery  order  under  a  master  contract.  Award  of  this  delivery  order  is  expected 
in  the  Summer  of  1994. 

CAPITATED  PAYMENT  METHODS 

CNOs  will  operate  under  full  financial  risk  and  are  financially  responsible  for  the  provision 
of  all  mandatory  community  nursing  and  ambulatory  care  services  to  enrollees.  The  CNO 
sites  will  receive  monthly  capitated  payment  rates  from  HCFA.  In  accordance  with  the 
statutory  requirements,  two  capitation  payment  methods  have  been  developed  by  HCFA  to 
be  tested  under  the  demonstration.  Payment  Method  1  establishes  an  adjusted  average  per 
capita  cost  for  CNO  services  based  on  adjusters  for  age,  sex,  and  previous  home  health  use. 
Payment  Method  2  uses  the  adjusters  in  Payment  Method  1  plus  adjusters  related  to  the 
enrollee's  functional  limitations  as  measured  by  Activities  of  Daily  Living.  The  payment 
rate  cells  for  these  two  capitation  payment  methods  have  been  developed  based  on  analysis 
of  patient-level  data  from  the  1989  National  Long  Term  Care  Survey  coupled  with 
Medicare  Part  A  and  Part  B  claims  data.  All  CNO  sites  were  considered  for  Payment 
Method  1  and  they  were  also  given  the  opportunity  to  volunteer  for  Payment  Method  2. 
All  sites  were  interested  in  Payment  Method  2,  however  for  evaluation  purposes  (e.g.,  the 
need  for  a  .valid  distribution  of  enrollees  per  payment  method),  Carle  Clinic  was  assigned 
Payment  Method  1  and  the  remaining  sites  were  assigned  Payment  Method  2. 

IMPLEMENTATION  PLANS 

Interested  organizations  that  responded  to  HCFA's  August  9,  1991,  procurement 
announcement  in  the  CBD  were  mailed  a  request  for  proposals  that  included  a  detailed 
description  of  the  demonstration  and  the  participation  requirements  for  sites.  Following  a 
competitive  procurement,  contracts  were  issued  on  September  30,  1992,  to  four  sites.  The 
contract  included  a  12-month  period  for  sites  to  plan  and  develop  the  capability  to  meet 
the  eligibility  and  operational  requirements  specified  by  HCFA  for  CNO  sites.  This 
developmental  period  allowed  selected  sites  the  opportunity  to  develop  or  expand  their 
existing  capabilities  to  meet  the  demonstration's  protocols  for  operational  CNO  sites.  All 
sites  met  the  organizational  requirements  at  the  end  of  the  12-month  developmental  period, 
hence,  optional  contracts  for  the  3-year  operational  phase  of  the  demonstration  were  signed 
September  1993.  The  implementation  phase  of  the  demonstration  began  January  2,  1994. 
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RESEARCH  DESIGN 

The  demonstration's  evaluation  consists  of  a  two-tier  evaluation  strategy  that  is  structured 
to  answer  two  global  questions:  (1)  Is  a  capitated,  nurse  case-managed  service  delivery 
model  of  care  for  home  health  and  ambulatory  care,  operationally  feasible  and  (2)  what  are 
its  impacts  on  enrollees,  providers,  and  the  larger  health  care  system.  HCFA  established 
uniform  minimum  data  requirements  for  sites  to  facilitate  these  evaluation  activities.  The 
first  tier  of  the  evaluation  will  focus  on  assessing  the  operational  feasibility  of  the 
legislatively-mandated  CNO  model.  The  evaluation  plan  will  rely  primarily  on  process 
analyses  and  a  case-study  approach  to  data  collection.  Information  is  being  obtained  on 
organizational  structures,  operating  protocols,  nursing  roles,  organizational  and  financial 
viability  of  the  model  and  its  effects  on  and  interactions  with  the  local  community  and 
health  care  network.  The  second  tier  of  the  evaluation  will  focus  on  exarriining  the  impact 
of  the  demonstration  on  patient  level  measures.  It  will  examine  the  effects  of  the  CNO  in 
general  and  compare  the  effects  of  the  two  alternative  payment  methods  on  patient  level 
measures  such  as  mortality,  hospitalization,  physician  visits,  nursing  home  admissions,  and 
Medicare  expenditures. 

Also,  in  order  to  measure  the  effect  of  a  nurse-managed  service  delivery  system, 
measurement  of  nurse-sensitive  outcomes  such  as  knowledge  of  health  problems  and 
management  of  medications  has  been  incorporated  into  the  evaluation.  Under  the  CNO 
model,  enrollees  will  be  assigned  to  a  Primary  Nurse  Provider  (PNP)  and  together  they  will 
develop  a  wellness  care  plan  with  clear  objectives.  The  PNP  will  help  the  beneficiaries 
monitor  their  progress,  provide  health  education,  and  coordinate  needed  care.  The  CNO 
site  directors  believe  that  traditional  health  evaluations  fail  to  capture  nursing  outcomes  and 
strongly  supported  the  use  of  nurse-sensitive  outcomes  from  the  nationally  recognized 
Omaha  Nursing  Classification  System. 

CONCLUSIONS 

After  an  extensive  effort  to  develop  eligibility  requirements  and  the  payment  methodologies 
for  this  project,  HCFA  completed  the  demonstration  design  and  announced  the  solicitation 
of  demonstration  sites  in  the  CBD  on  August  9,  1991.  Contracts  were  awarded  to  four 
sites,  as  required  by  law,  on  September  30,  1992.  The  12-month  developmental  phase  of 
the  demonstration  has  concluded  and  the  sites  began  the  operational  phase  of  the 
demonstration  January  2,  1994.  An  evaluation  of  the  demonstration  will  be  conducted  by 
Abt  Associates  Inc.,  and  will  consist  of  a  two-tier  evaluation  strategy.  The  first  tier  will 
focus  on  evaluating  the  operational  feasibility  of  the  CNO  model  of  care.  This  component 
of  the  evaluation  will  rely  heavily  on  process  analyses  and  case  studies  of  the  sites' 
operational  experience.  The  second  tier  of  the  evaluation  will  measure  patient-level 
impacts  such  as  mortality,  hospitalization,  physician  visits,  nursing  home  admissions,  and 
Medicare  expenditures. 
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COMMUNITY  NURSING  ORGANIZATION  DEMONSTRATION 

I.  INTRODUCTION 

A.       Summary  of  Legislative  Requirements 

The  Health  Care  Financing  Administration  (HCFA)  is  implementing  the 
Community  Nursing  Organization  (CNO)  Demonstration  in  response  to  section 
4079  of  P.L.  100-203,  the  Omnibus  Budget  Reconciliation  Act  of  1987  (OBRA  87). 
A  copy  of  section  4079  is  contained  in  Appendix  A.  This  section  of  OBRA  87 
directs  the  Secretary  to  conduct  demonstration  projects  at  four  or  more  sites, 
testing  alternative  capitation-based  payment  methodologies  for  Medicare-covered 
community  nursing  and  ambulatory  care  services  furnished  to  Medicare 
beneficiaries  by  CNOs.  The  demonstration  will  test  whether  the  CNO  model 
reduces  the  fragmentation  of  services  and  the  use  of  costly  acute  care  services,  and 
improves  the  continuity  and  coordination  of  ambulatory  care  delivered  to  Medicare 
beneficiaries.  The  legislation  prescribes  general  eligibility  criteria  for  organizations 
that  may  provide  services  and  receive  payment  under  the  demonstration,  lists  the 
mandatory  and  optional  services  to  be  included  in  the  demonstration,  and  presents 
basic  requirements  related  to  the  administration  of  the  demonstration,  including 
enrollment,  quality  assurance,  and  grievance  procedures. 

The  legislation  requires  HCFA  to  provide  payment  to  CNOs  on  a  prepaid, 
capitated  basis  for  community  nursing  and  ambulatory  care  services  (primarily 
Medicare  covered  home  health  services,  medical  devices  and  durable  medical 
equipment,  and  certain  ambulatory  care  services)  furnished  to  Medicare 
beneficiaries  while  they  are  enrolled  in  a  CNO.  The  legislation  requires  the 
development  of  a  capitated  payment  method  modeled  after  the  adjusted  average 
per  capita  cost  (AAPCC)  payment  for  health  maintenance  organizations  (HMO), 
but  including  consideration  of  health  and  functional  status  information  not  now 
used  in  the  AAPCC.  The  legislation  specifies  that  an  alternative  capitated 
payment  approach  is  to  be  implemented  at  one  or  more  of  the  sites.  The  CNO 
sites  will  assume  full-financial  risk  under  the  demonstration  for  the  mandatory 
service  package  and  any  optional  services  that  may  be  provided  to  enrollees. 
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The  statute  governing  the  design  of  the  CNO  requires  that: 

the  CNO  must  be  primarily  engaged  in  the  direct  provision  of  community 
and  ambulatory  care  and  comply  with  applicable  State  and  local  laws 
governing  the  delivery  of  these  services; 

all  the  specified  services  must  be  offered  by  the  site,  either  directly  or  under 
arrangement; 

all  services  must  be  provided  by  qualified  staff  and  under  the  coordination 
of  a  registered  nurse; 

procedures  must  exist  for  timely  referral  to,  or  consultation  with,  other 
providers  or  professionals; 

open  enrollment  periods  must  be  established  in  accordance  with  HCFA 
instructions; 

enrollees  must  be  offered  with  promptness  and  continuity  community 
nursing  and  ambulatory  care  services  that  are  generally  available  to 
individuals  in  the  geographic  area; 

-  "      procedures  must  be  established  for  hearing  and  resolving  grievances;  and 

an  ongoing  quality  assurance  program  must  be  established  to  ensure  quality 
of  care  to  Medicare  beneficiaries  participating  in  the  demonstration. 

HCFA  is  required  to: 

set  for  each  12-month  period  of  the  demonstration  a  per  capita  rate  for 
each  class  of  enrollees; 

define  appropriate  classes  of  members  based  on  age,  disability  status,  and 
other  factors  to  ensure  actuarial  equivalence; 

set  rates  equal  to  95  percent  of  the  adjusted  average  per  capita  cost  for 
CNO  services  (CNO-AAPCC)  in  a  geographic  area  served  by  a  CNO  (or  a 
similar  area  with  adjustments  to  assure  actuarial  equivalence);  and 

make  payment  only  to  the  CNO  for  these  community  nursing  and 
ambulatory  care  services  when  a  beneficiary  is  enrolled  in  a  CNO. 
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B.       Demonstration  Development  Activities 

The  central  issue  in  the  design  of  this  demonstration  has  been  the  development  of 
payment  methods  consistent  with  the  enabling  legislation  and  fair  enough  to  have 
eligible  organizations  consider  participation  in  the  demonstration.  The 
development  and  implementation  of  this  project  has  been  delayed  considerably  by 
HCFA's  efforts  to  address  this  and  other  issues  related  to  the  CNO  model 
specified  in  the  legislation.  HCFA's  initial  analyses  of  the  CNO  model  indicated 
that  the  monthly  per  capita  rates  would  be  low,  with  considerable  financial  risk  to 
CNOs  from  adverse  selection  and/or  small  caseloads.  Many  of  the  organizations 
that  had  indicated  initial  interest  in  the  demonstration  were  small  organizations 
with  few  financial  reserves.  In  addition,  since  institutional  and  physician  services 
are  not  part  of  the  CNO  service  package,  cost  savings  from  any  reductions  in 
health  care  costs  due  to  good  patient  management  may  not  accrue  to  the  CNO,  so 
sites  would  have  limited  opportunity  to  build  reserves  during  the  demonstration. 

In  late  1988,  HCFA  obtained  the  assistance  of  The  People-to-People  Health 
Foundation  (Project  HOPE)  to  develop  the  project  design  for  this  demonstration. 
In  1989,  Project  HOPE,  with  input  from  a  Technical  Expert  Panel  (TEP), 
assistance  from  their  subcontractor,  the  American  Nurses  Association  (ANA),  and 
input  from  other  nursing  groups,  completed  conceptual  work  on  the 
demonstration's  design  issues  and  alternative  approaches.  They  developed 
documents,  which  addressed  relevant  topical  areas  such  as  service  delivery  models, 
possible  eligibility  criteria  and  standards,  service  package  and  marketing 
arrangements,  payment  issues,  costs  of  CNO  services,  estimated  capitation  rates, 
and  the  feasibility  of  using  health-adjustors  to  the  AAPCC-based  capitation  rates 
(these  reports  are  included  in  Appendix  B). 

In  spite  of  this  initial  progress,  the  completion  of  the  demonstration  design  was 
delayed  by  the  complexities  encountered  in  developing  the  demonstration's  two 
payment  methods.  Initial  work  on  the  payment  methodology  indicated  that  the 
actuarial  equivalence  of  the  mandated  benefit  package  without  adjustors  for 
demographic  or  health  status  factors  was  approximately  $7  per  enrollee,  per 
month.  Considering  that  the  cost  of  a  typical  Medicare  skilled  nursing  home 
health  visit  averages  about  $60,  questions  were  raised  about  the  viability  of  the 
rate  structure  considering  the  potential  service  costs  of  providing  the  benefit 
package  to  enrollees  with  serious  health  and  functional  impairments.  Consultations 
with  nursing  groups  and  feedback  from  several  potential  CNO  sponsors  regarding 
this  issue  confirmed  concerns  that  few,  if  any,  organizations  would  consider  serving 
as  CNO  sites  unless  the  capitated  payment  rate  was  significantly  adjusted  to  reflect 
risk  factors  of  beneficiaries.  Consequently,  HCFA  modified  its  cooperative 
agreement  with  Project  HOPE,  in  February  1990,  to  further  explore  payment 
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issues  under  the  demonstration.  Project  HOPE,  through  a  subcontract  to  the  Long 
Term  Care  Data  Institute  in  Cambridge,  Massachusetts,  obtained  patient-level  data 
from  the  1984  National  Long  Term  Care  Survey  and  enhanced  it  with  the  available 
Medicare  Part  A  and  Medicare  Part  B  claims  data  for  services  covered  under  the 
demonstration.  The  Institute  performed  a  series  of  analyses  to  determine  whether 
risk  factors  based  on  the  health  and  functional  status  of  individuals  at  high  risk  of 
incurring  home  health  expenditures  (the  largest  component  of  the  CNO  benefit 
package)  could  be  identified  that  were  suitable  for  adjusting  the  capitation  rate 
structure. 

In  addition,  in  July  1990,  a  second  TEP  (Appendix  D)  composed  of  members  from 
the  provider,  consumer,  and  health  policy  research  communities,  and  including 
representation  by  the  ANA  was  convened  to  discuss  the  demonstration's  alternate 
payment  method,  mandated  under  the  legislation.  Because  of  the  favorable 
outcome  of  preliminary  analyses  of  the  Long  Term  Care  Survey  and 
recommendations  from  the  TEP,  HCFA  funded  additional  analyses  of  the  Long 
Term  Care  Survey  to  develop  both  of  the  demonstration's  mandated  payment 
methods.  These  extensive  analyses  that  further  delayed  completion  of  the 
demonstration  design  did  yield  adjustments  to  the  capitated  payment  rates  that 
produce  cost  ratios  more  reflective  of  the  broad  range  of  service  costs  of  potential 
CNO  enrollees.  In  addition  to  these  analyses  related  to  the  payment  methods, 
other  efforts  by  HCFA  and  Project  HOPE  have  been  devoted  to  developing  the 
detailed  eligibility  criteria  for  CNO  sites,  operating  requirements  and  procedures, 
and  evaluation  plans.  Specific  details  of  the  completed  demonstration  design, 
including  the  payment  methods  developed  for  the  demonstration,  are  explained  in 
detail  in  the  CNO  Demonstration  Manual  prepared  by  HCFA  (Appendix  C). 

C.       Objectives  and  Overview  of  Demonstration  Design 

Section  4079  directs  the  Secretary  to  conduct  a  3-year  demonstration  project  with 
at  least  four  eligible  organizations  to  provide  actuarially  equivalent  capitated 
payments  for  a  package  of  Medicare-covered  home  health  care,  case  management, 
ambulatory  nursing  and  therapy  services,  medical  items  and  equipment,  and 
ambulance  services.  The  demonstration's  design  responds  to  the  statutory 
requirements  of  the  mandating  legislation  and  also,  to  HCFA's  operational  mission 
of  assuring  Medicare  beneficiaries  access  to,  and  the  continuity  and  quality  of, 
Medicare  covered  health  services,  and  protecting  the  Government  and  beneficiaries 
from  increased  overall  expenditures  for  health  services.  The  primary  objectives  of 
the  demonstration  are  to:  assess  the  operational  and  financial  viability  of  the  CNO 
care  delivery  model;  examine  the  types  of  organizational  entities  and  their 
structural  components  that  are  used  to  implement  the  CNO  delivery  model;  and 
evaluate  the  effects  of  a  nurse-managed  service  delivery  model  on  the  cost  of, 
access  to,  continuity  of,  and  quality  of  health  care. 
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Key  elements  of  the  demonstration  design  that  have  been  developed  in  response  to 
the  requirements  of  section  4079  of  OBRA  87  are: 

1.  Eligible  Organizations 

Consistent  with  the  intent  of  the  legislation,  HCFA  developed  numerous 
organizational,  financial  and  service  delivery  qualifications  to  enable  a  broad 
range  of  organizations  to  qualify  to  serve  as  CNO  sites.  Potential  offerors 
were  given  considerable  flexibility  to  develop  consortiums,  service  networks, 
or  other  contractual  arrangements  with  existing  health  providers,  suppliers, 
and/or  health  professionals  in  order  to  establish  the  capability  to  provide  the 
entire  range  of  CNO  services  mandated  by  the  legislation  and  to  minimize 
organizational  and  administrative  costs  under  the  demonstration.  Four  CNO 
sites  were  selected  and  awarded  contracts  in  September  1992.  The  four 
sites  are: 

1)  Carle  Clinic,  Mahomet,  Illinois 

2)  Carondelet  Health  Care,  Tucson,  Arizona 

3)  Visiting  Nurse  Service  of  New  York,  New  York 

4)  Living  at  Home/Block  Nurse  Program  (LAH/BNP),  St.  Paul,  Minnesota 

2.  Covered  Services 

The  CNOs  are  financially  responsible  for  the  provision  of  all  legislatively 
specified  community  nursing  and  ambulatory  care  services  (as  defined  in 
Chapter  3  of  the  Demonstration  Manual,  Appendix  C).  In  addition,  HCFA 
has  developed  definitions  and  guidelines  to  enable  CNOs  to  furnish 
additional  optional  services  specified  in  the  statute,  if  requested  by  the  CNO 
and  approved  by  HCFA.  Two  of  the  sites  are  currently  offering  limited 
respite  care  as  an  optional  service  and  all  the  sites  have  the  option  to  add 
services  in  later  years. 

3.  Methods  of  Payment  for  CNO  Services 

CNOs  are  operating  under  full  financial  risk  and  receive  monthly  capitated 
payment  rates  from  HCFA.  In  accordance  with  the  statutory  requirements, 
two  capitation  payment  methods  were  developed  by  HCFA  to  be  tested 
under  the  demonstration.  The  basic  capitation  payment  method  establishes 
a  "CNOPCC"  (CNO  per  capita  cost)  based  on  adjusters  for  gender,  age  and 
previous  Medicare  home  health  use.  The  alternate  capitation  payment 
method  uses  the  adjusters  in  the  basic  rate  plus  adjusters  related  to  the 
enrollee's  functional  limitations  as  measured  by  Activities  of  Daily  Living 
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(ADL).  The  development  of  the  payment  rate  cells  for  these  two  capitation 
payment  methods  has  been  based  on  analyses  of  patient-level  data  from  the 
1984  National  Long  Term  Care  Survey  coupled  with  Medicare  Part  A  and 
Part  B  Claims  Data.  Payment  rate  cells  for  the  two  capitation  payment 
methods  were  then  updated  using  1989  National  Long  Term  Care  Survey 
data.  Demonstration  sites  were  given  the  opportunity  to  volunteer  for 
Payment  Method  2.  HCFA's  selection  of  the  site(s)  that  will  receive  this 
alternate  payment  method  was  based  on  an  evaluation  of  the  capacity  of  the 
applicants  selected  as  sites  to  administer  this  more  complex  payment 
method.  All  sites  expressed  interest  in  Payment  Method  2,  however  for 
evaluation  purposes  (e.g.,  to  balance  sample  size  for  the  two  payment 
mechanisms),  not  all  sites  could  adopt  the  same  payment  methodology. 
Carle  Clinic,  while  equally  qualified,  agreed  to  implement  the  Payment  1 
methodology.  The  other  three  sites  (Carondelet,  VNS/NY,  and  LAH/BNP) 
have  implemented  Payment  Method  2. 

4.       Demonstration  Implementation  Plan 

The  demonstration  involves  an  initial  12-month  period  for  development  of 
the  demonstration  sites,  followed  by  3  years  of  operations  to  test  the  CNO 
delivery  model.  The  developmental  period  (which  has  recently  concluded) 
gave  sites  12  months  to  complete  a  series  of  tasks  necessary  to  satisfy  the 
eligibility  and  operational  requirements  specified  by  HCFA  for  the 
demonstration.  These  developmental  tasks  included:  developing  projections 
of  demonstration  service  use;  costs  and  revenues;  development  of  plans  and 
policies  for  service  delivery;  organizational  and  financial  management 
protocols;  marketing  and  enrollment  plans;  a  grievance  process;  a  quality 
assurance  system;  and  data  collecting  and  reporting  plans. 

In  August  1991,  HCFA  issued  a  procurement  announcement  in  the 
Commerce  Business  Daily  (CBD).  Interested  organizations  were  mailed  a 
request  for  proposals  (RFP)  that  included  a  detailed  description  of  the 
demonstration  and  the  participation  requirements  for  sites.  Contracts  were 
issued  to  four  sites,  as  required  by  law,  on  September  30,  1992.  Each  site's 
contract  provided  for  a  12-month  development  phase  with  an  option  that 
allows  the  site  to  continue  into  the  demonstration's  operational  period, 
contingent  on  the  site's  compliance  with  the  demonstration's  participation 
requirements  and  the  execution  of  a  special  terms  and  conditions  agreement 
between  the  sites  and  HCFA.  All  sites  have  completed  the  developmental 
phase  of  the  demonstration  and  have  entered  into  the  operational  phase  of 
the  demonstration. 
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II.         ELIGIBILITY  CRITERIA  FOR  DEMONSTRATION  SITES 

A.       Types  of  Organizations  Eligible  to  Apply 

The  CNO  is  the  organization  or  entity  that  enters  into  an  agreement  with  HCFA 
to  serve  as  a  demonstration  site.  Although  under  the  legislation  the  CNO  must  be 
primarily  engaged  in  the  direct  provision  of  medical,  nursing,  or  community  health 
care,  it  may  contract  with  other  organizations  or  individual  providers  to  furnish 
part  of  the  demonstration's  mandatory  and  optional  service  package.  HCFA  has 
established  the  following  broad  range  of  organizational  entities  to  be  eligible  to 
serve  as  a  CNO  site  for  this  demonstration: 

Medicare-certified  providers  (home  health  agencies,  hospitals,  skilled  nursing 
facilities,  comprehensive  outpatient  rehabilitation  facilities,  and  hospice 
programs); 

HMOs  with  Medicare  contracts;  and 

ambulatory  nursing  programs  and  rural  health  clinics  that  meet  the 
conditions  specified  in  Chapter  2,  Part  III,  of  the  Demonstration  Manual. 

Four  CNO  sites  were  selected  and  awarded  contracts  in  September  1992. 

The  Living  at  Home/Block  Nurse  Program  (LAH/BNP)  in  St.  Paul, 
Minnesota  is  a  partnership  between  the  LAH/BNP  and  Healthspan,  a 
Medicare-certified  home  health  agency.  The  LAH/BNP  is  a  not-for-profit 
organization  which  was  developed  to  advance  the  LAH/BNP  model.  The 
LAH/BNP  model  is  a  community  program  that  draws  upon  the  professional 
and  volunteer  services  of  local  residents  to  provide  information,  social  and 
support  services,  nursing  and  other  services  to  their  elderly  neighbors  to 
enable  them  to  remain  in  their  homes. 

Carle  Clinic  Associates  in  Urbana,  Illinois,  is  a  large  multi-specialty 
physician  group  practice.  Carle  serves  as  the  regional  medical  center  for 
the  rural  population  that  resides  in  Central  Illinois  and  Western  Indiana. 

Carondelet  Health  Care,  in  Tucson  Arizona,  is  a  group  of  three  hospitals,  a 
family  center,  and  17  community  health  centers  that  are  sponsored  by  the 
Sisters  of  St.  Joseph  of  Carondelet. 

The  Visiting  Nurse  Service  of  New  York  is  the  largest  not-for-profit 
Medicare  certified  home  health  agency  in  the  United  States  and  the  CNO 
will  be  a  distinct  unit  of  VNS  HomeCare. 
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B.  Criteria  Applicable  to  All  Demonstration  Sites 

In  order  to  enable  such  a  broad  range  of  organizations  to  qualify  as  a  CNO 
Demonstration  site,  HCFA  developed  a  detailed  set  of  criteria  that  a  site 
must  satisfy  prior  to  and  throughout  the  operational  phase  of  the 
demonstration  (i.e.,  while  CNO  services  are  being  furnished  to  enrollees). 
These  requirements  were  addressed  in  the  sites'  Scope  of  Work  and  cover  a 
range  of  eligibility  and  operational  requirements  relating  to  the  sites' 
organizational  structure,  delivery  of  care,  enrollment  and  disenrollment 
procedures,  service  package,  enrollee  complaint  and  grievances  procedures, 
financial  qualifications,  recordkeeping  and  reporting  plans.  The  Scope  of 
Work  granted  the  sites  a  one-year  developmental  period  to  produce  the 
organizational  plans  and  protocols  required  for  further  participation  in  the 
demonstration.  The  four  sites  awarded  contracts  in  September  1993  have 
met  the  organizational  requirements  set  forth  in  the  one  year  developmental 
phase  and  have  implemented  the  operational  phase  of  the  demonstration. 

In  addition  to  complying  with  the  requirements  specified  in  the 
Demonstration  Manual,  the  organization  and  its  facilities,  equipment,  and 
personnel  must  meet  and  provide  assurances  that  all  applicable  State  and 
local  requirements  are  met. 

C. "      Individuals  Eligible  to  Enroll 

As  provided  in  the  statute,  enrollment  in  the  CNO  program  may  be  open  to 
any  individual  residing  in  the  CNO  demonstration  site's  service  area 
(defined  by  the  site)  who  is  entitled  to  benefits  under  Part  A  and  enrolled 
under  Part  B  of  title  XVIII  of  the  Social  Security  Act  (excluding  individuals 
medically  determined  to  have  end  stage  renal  disease).  Total  projected 
enrollment  for  the  CNO  demonstration  is  8250  beneficiaries.  It  is  possible 
that  CNOs  may  target  their  marketing  activities  to  specific  subgroups  within 
this  population.  Medicare  beneficiaries:  1)  enrolled  in  an  HMO  (risk- 
based)  or  health  care  prepayment  plan  (HCPP)  or  2)  who  have  elected 
hospice  coverage  or  3)  are  United  Mine  Worker  retirees  or  4)  have  been  in 
an  institution  for  more  than  60  days  may  not  concurrently  enroll  in  a  CNO. 

CNO  SERVICES 

The  CNO  must  make  available  to  its  enrollees  the  mandatory  service  package,  as 
defined  by  applicable  State  laws  and  Section  2  of  the  CNO  Demonstration  Manual. 
The  mandatory  services  must  also  be  furnished  by  qualified  staff,  in  accordance 
with  a  written  plan  of  care.  The  CNO  will  assume  full  financial  risk  for  the 
mandatory  service  package  and  any  optional  services  provided  to  enrollees. 
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A.       CNO  Mandatory  Services 

Unless  generally  unavailable  in  the  CNO's  service  area,  the  CNO  must 
provide,  directly  or  through  arrangements  with  other  qualified  personnel  or 
Medicare-approved  providers  and  suppliers  in  good  standing,  the  following 
statutorily-mandated  Medicare-covered  services  to  its  enrollees: 

Part-time  or  intermittent  nursing  care  by  or  under  the  supervision  of 
registered  professional  nurses; 

Physical,  occupational,  and  speech  therapy; 

Social  and  related  services  supportive  of  a  plan  of  ambulatory  care; 

Part-time  or  intermittent  services  of  a  home  health  aide  who  has 
successfully  completed  a  training  program  approved  by  the  Secretary; 

Medical  supplies  (other  than  drugs  and  biological)  while  under  a  plan 
of  care; 

Medical  and  other  health  services  described  in  paragraphs  (2)(H)(ii) 
and  (5)  through  (9)  of  section  1861  of  the  Social  Security  Act; 

Rural  health  clinic  services  described  in  section  1861  (aa)(l)(C)  of 
such  Act;  and 

Certain  section  1915(c)(4)(B)  services. 

To  ensure  the  quality  of  services  provided  to  Medicare  beneficiaries  is  not 
diminished,  the  legislation  requires  that  CNOs  must  furnish  to  their 
Medicare  enrollees,  either  directly  or  through  arrangements  with  others,  all 
of  the  mandatory  services  described  above,  to  the  extent  that  the  enrollees 
are  entitled  to  those  services  under  Medicare.  The  definitions  of  all  CNO 
mandatory  services  (described  above)  correspond  with  the  existing  Medicare 
definitions  of  these  services  with  the  exception  that  Medicare  home  health 
may  be  provided  under  a  nurse  authorized  plan  of  care.  Mandatory 
services  provided  by  other  organizations  under  contract  to  the  CNO  must  be 
furnished  through  providers  and  suppliers  that  meet  the  applicable  Medicare 
conditions  of  participation. 
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B.  Optional  Services 

As  provided  in  the  enabling  legislation,  the  CNO  may  include  a  broad  range 
of  additional  community-based  services  (e.g.,  homemaker,  home  health  aide, 
personal  care,  adult  day  health  services,  habilitation,  and  respite  care 
services)  in  their  service  package.  HCFA  has  developed  definitions  and 
guidelines  for  these  services  and  they  are  included  in  Chapter  3  of  the 
Demonstration  Manual.  Any  optional  CNO  service  must  be  approved  by 
HCFA  and  offered  to  enrollees  on  a  voluntary  basis.  The  CNO  sites  have 
provided  assurances  that  enrollees  will  be  informed  of  the  optional  nature 
of  these  services  and  any  fees  associated  with  their  election.  Two  of  the 
four  sites  have  chosen  to  provide  only  the  mandatory  services  at  a  zero 
premium.  Carondelet  Health  Care  and  the  Living  at  Home/Block  Nurse 
Program,  however,  will  provide  limited  respite  services  at  no  added  cost  in 
addition  to  the  mandatory  service  package. 

C.  Marketing  and  Enrollment 

The  CNO  sites  have  written  Marketing  and  Enrollment  Plans  that  describe 
their  policies,  plans,  and  activities  for  providing  Medicare  beneficiaries  in 
the  site  service  area  with  information  about  CNO  benefits  and  services. 
These  activities  must  not  discriminate  against  any  beneficiary  on  the  basis  of 
health  or  functional  status,  age,  race,  sex  or  family  composition.  The  CNO 
will  maintain  at  least  one  open  enrollment  period  for  Medicare  beneficiaries 
during  the  operational  phase  of  the  demonstration  and  individuals  will  be 
enrolled  on  a  first  come,  first  served  basis.  Enrollees  in  the  CNO 
demonstration  must  agree,  as  a  condition  of  enrollment,  to  accept  the  CNO 
as  their  sole  service  provider  for  mandatory  services.  A  CNO  enrollee  may 
be  involuntarily  disenrolled  if  he/she: 

moves  out  of  the  CNO  site  service  area; 

does  not  comply  with  the  CNO  plan  of  care  or  other  requirements; 

fails  to  maintain  his/her  Medicare  Part  A  entitlement  and  Part  B 
enrollment; 

fails  to  pay  or  to  make  satisfactory  arrangements  to  pay  any  amounts 
due  the  CNO; 

is  out  of  the  CNO  site  service  area  for  more  than  30  days; 
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is  institutionalized  in  a  hospital  and/or  nursing  home  for  60 
consecutive  days; 

enrolls  in  a  risk-based  Medicare-contracting  HMO  or  HCPP,  or  elects 
Medicare  hospice  coverage;  or 

Enrollees  may  voluntarily  disenroll  at  any  time. 

Quality  Assurance  and  External  Monitoring 

The  CNO  sites  have  established  and  must  maintain  a  quality  assurance 
(QA)  program  to  monitor  and  evaluate  the  quality  of  all  services  delivered 
under  the  CNO  demonstration.  The  QA  programs  were  developed  in 
accordance  with  a  written  QA  plan  approved  by  the  CNO's  governing  body 
and  HCFA.  The  CNO  is  required  to  remedy  any  quality  of  care  problems 
identified  through  their  QA  activities. 

Because  of  the  incentives  in  this  system  to  provide  less  intensive,  lower  cost 
treatment  interventions,  an  external  quality  assurance  mechanism  has  been 
established.  Under  contract  with  HCFA,  Abt  Associates  Inc.,  developed  the 
protocols  and  processes  for  an  external  review  plan.  The  purpose  of  the 
external  review  function  is  to  provide  HCFA  with  an  independent 
assessment  of  the  quality  of  care  delivered  to  Medicare  beneficiaries 
enrolled  in  this  risk-reimbursement  coordinated  care  program.  The  external 
QA  contractor  will  conduct  reviews  of  the  clinical  records  of  a  sample  of 
the  CNO's  enrollees  and  advise  the  site  and  HCFA  of  any  adverse  findings. 
The  external  quality  assurance  plan  will  be  implemented  through  a  delivery 
order  under  a  master  contract.  Award  of  this  delivery  order  is  expected  in 
spring  1994. 

In  addition,  the  payment  rates  for  individual  CNO  enrollees  are  based  on 
the  CNO's  determination  of  the  enrollees'  prior  use  of  home  health  services 
and  current  functional  status;  hence,  Abt  Associates  Inc.,  will  perform 
validation  of  this  process  because  of  the  incentives  inherent  in  this  system. 

Abt  Associates  Inc.,  will  verify,  on  a  sample  of  enrollees,  the  patient  level 
information  supplied  by  the  CNO  and  used  by  HCFA  to  determine  an 
enrollee's  payment  class  assignment.  HCFA  also  will  verify  the  information 
supplied  for  new  CNO  enrollees  regarding  their  gender,  age  and  prior  home 
health  use,  because  these  variables  influence  the  amount  of  the  capitated 
payment  for  an  enrollee. 
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E.      Enrollee  Complaint  and  Grievance  Procedures 

The  CNO  sites  have  established  a  written  formal  procedure  for  resolving 
any  complaints  and  grievances.  The  procedures  have  been  approved  by 
HCFA  and  will  be  communicated  in  writing  to  CNO  participants  prior  to 
enrollment. 

In  addition,  CNO  enrollees  will  be  informed  that,  if  they  are  dissatisfied 
with  the  outcome  of  the  grievance  process,  they  may  contact  the  HCFA 
project  officer  and  request  a  review  of  the  dispute.  Enrollees  retain  their 
rights  to  administrative  and  judicial  review  under  existing  Medicare  laws  and 
regulations. 

DESCRIPTION  OF  THE  CAPITATED  PAYMENT  METHODS 

In  accordance  with  the  requirements  of  section  4079,  CNOs  will  receive  monthly 
capitated  payment  rates  from  HCFA  for  the  actuarial  equivalent  of  Medicare 
expenditures  for  the  mandatory  community  nursing  and  ambulatory  care  services. 

A.       Summary  of  Legislative  Requirements  Related  to  Rate-Setting 

Section  4079(d)  of  OBRA  87  requires  that  HCFA: 

o        set  for  each  12-month  period  of  the  demonstration  a  per  capita  rate 
for  each  class  of  enrollees.  These  rates  must  be  set  at  least  3 
months  before  each  year  of  the  demonstration; 

o       define  appropriate  classes  of  members  based  on  age,  disability  status, 
and  other  factors  to  ensure  actuarial  equivalence; 

o       set  rates  equal  to  95  percent  of  the  adjusted  average  per  capita  cost 
for  CNO  services  in  a  geographic  area  served  by  a  CNO  (or  a  similar 
area  with  adjustments  to  ensure  actuarial  equivalence); 

o       test  an  alternative  capitated  payment  method  in  at  least 
one  site; 

o       make  monthly  payments  in  advance  to  CNOs  (these  payments  may 
be  adjusted  if  the  actual  number  of  enrollees  is  not  the  same  as  the 
estimate  on  which  payments  were  based);  and 

o        make  payment  only  to  the  CNO  for  these  services  while  a  beneficiary 
is  enrolled  in  a  CNO. 
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CNO  Payment  Procedures 

HCFA  will  make  monthly  advance  payments  equivalent  to  the  CNO's  per 
capita  rate  of  payment  for  each  CNO  enrollee  who  is  entitled  to  Medicare 
Part  A  and  enrolled  in  Medicare  Part  B.  The  per  capita  rate  of  payment 
for  each  class  of  Medicare  enrollees  is  equal  to  95  percent  of  the  adjusted 
average  per  capita  Medicare  payment  for  mandatory  community  nursing  and 
ambulatory  care  services  for  each  class  of  enrollees.  HCFA  has  notified 
each  CNO  of  its  per  capita  rate  of  payment  for  each  class  of  Medicare 
enrollees. 

If  the  CNO's  determination  of  the  enrollees'  class  assignment  differs  from 
the  class  assignment  verified  by  HCFA  HCFA  will  adjust  the  amount  of 
payment  made  to  the  CNO  in  subsequent  months  in  order  to  take  these 
enrollment  changes  into  account. 

HCFA  will  pay  only  the  CNO  for  mandatory  community  nursing  and 
ambulatory  care  services  furnished  to  the  CNO's  enrollees  (i.e.,  enrollees 
are  "locked  in").  The  CNO  is  liable  for  all  payments  to  health  professionals, 
suppliers,  and  providers  for  these  covered  services.  If  HCFA  receives  and 
inadvertently  reimburses  any  claims  from  other  health  professionals, 
suppliers,  or  providers,  the  CNO's  payments  will  be  adjusted  accordingly 
upon  discovery  of  the  overpayment.  HCFA  has  developed  new  verification 
procedures  for  a  partial  capitation  program  to  ensure  that  only  claims  for 
services  covered  by  the  CNO  are  subject  to  disallowance. 

1.  HCFA  Payments 

HCFA  has  established  a  monthly  capitated  payment  for  each  enrollee 
and  details  of  the  payment  methodology  are  contained  in  Chapter  4 
of  this  plan  and  in  Appendix  E.  The  CNO  must  accept  these 
payments  as  full  compensation  for  the  mandatory  services  it  provides 
to  enrolled  members. 

2.  Enrollee  Payments 

The  CNO  may  collect  additional  payments  directly  from  enrollees  for 
any  optional  services  that  are  specified  in  the  legislation.  If  a  CNO 
receives  approval  from  HCFA  to  offer  optional  services,  the  CNO 
must  identify,  and  receive  HCFA  approval  of,  the  proposed  charges 
or  premiums  that  enrollees  will  be  charged  for  those  services.  The 
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CNO  must  inform  enrollees  that  they  can  choose  not  to  purchase 
optional  services.  However,  at  this  time  the  sites  have  not 
established  premiums  for  any  additional  services. 

3.       Adjustments  to  Premium 

As  stipulated  by  the  legislation,  if  the  CNO's  Adjusted  Community 
Rate  (ACR)  is  less  than  the  average  of  the  per  capita  payment  rates 
in  any  year  of  the  demonstration,  then  the  CNO  must  either  (1) 
provide  additional  health  benefits  to  its  enrollees,  (2)  accept  a 
reduction  in  its  per  capita  rate,  or  (3)  hold  the  surplus  in  reserve 
against  future  years. 

Methodology  for  Calculation  of  Payment  Rates 

HCFA  has  established  for  each  CNO  its  per  capita  rate  of  payment  for 
each  class  of  Medicare  enrollees.  This  payment  is  equal  to  95  percent  of 
the  adjusted  average  per  capita  Medicare  payment  for  mandatory 
community  nursing  and  ambulatory  care  services  (i.e.,  the  "CNOPCC")  for 
that  class.  Details  of  the  payment  rate  methodology  are  contained  in 
Appendix  E. 

As  required  by  the  legislation,  HCFA  will  use  two  alternative  capitation 
payment  methodologies  at  different  CNO  sites.  Under  both  payment 
models,  the  payment  rate  for  each  class  indicates  the  relative  predicted 
Medicare  expenditures  for  that  class  compared  to  the  other  enrollee  classes 
(i.e.,  higher  capitated  rates  will  be  established  for  classes  of  enrollees 
predicted  to  use  more  CNO  mandatory  services).  The  classes  of  enrollees, 
and  the  payments  set  for  these  classes,  differ  under  the  two  payment 
models.  Under  Payment  Method  1,  the  classes  of  enrollees  are  based  on  an 
enrollee's  age,  gender,  and  prior  home  health  use.  In  addition  to  these 
factors,  Payment  Method  2  uses  measures  of  an  enrollee's  functional  status 
(i.e.,  ADL  limitations)  in  establishing  the  classes  of  enrollees.  Three  of  the 
four  sites  (LAH/BNP  of  Minnesota,  Carondelet  of  Arizona,  and  the  VNS  of 
New  York)  have  been  selected  to  implement  Payment  Method  2  and  Carle 
Clinic  was  selected  for  Payment  Method  1. 

Under  both  payment  methods,  each  class  is  assigned  a  weight  that  indicates 
the  relative  predicted  Medicare  expenditures  for  that  class  compared  to  the 
other  enrollee  classes.  These  enrollee  classes  and  their  payment  weights 
("Enrollee  Weights")  have  been  developed  through  analysis  of  patient-level 
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data  from  the  1989  National  Long  Term  Care  Survey  data  and  related 
Medicare  claims  data.  An  enrollee's  initial  assignment  to  a  class  is  based  on 
information  collected  during  an  initial  assessment  of  the  enrollee  by  the 
CNO  and  on  HCFA  records  of  his/her  prior  Medicare  home  health  use. 
Each  enrollee  will  be  reassessed  by  the  CNO  every  6  months,  and  his/her 
capitated  payment  rate  will  be  revised  if  the  enrollee  is  assigned  to  another 
class  based  on  the  reassessment  data.  The  steps  to  calculate  the  payment 
rate  are: 

(1)  The  Enrollee  Weight  is  multiplied  by  a  Base  Cost  to  obtain  a 
Weighted  Base  Cost.  The  Base  Cost  represents  the  adjusted  average 
Medicare  expenditures  for  mandatory  services  billed  to  HCFA  on 
other  claims  records  (i.e.,  home  health  claims  and  payment  records) 
adjusted  to  reflect  the  relative  level  of  Medicare  expenditures  for  the 
CNO's  geographic  area. 

(2)  A  uniform  amount  (that  is  identical  for  each  class  of  enrollees), 
representing  the  adjusted  average  Medicare  expenditures  for  those 
services  normally  billed  on  the  outpatient  bill  and  for  the  equivalent 
of  HCFA  administrative  costs  for  claims  processing  and  payment 
activities,  is  then  added  to  the  Weighted  Base  Cost  (the  product  of 
step  1).  The  resulting  total  is  the  CNOPCC  for  a  class  of  enrollees. 
The  Medicare  per  capita  payment  is  95  percent  of  the  CNOPCC. 
Additionally,  a  fixed  amount  is  added  to  the  per  capita  payment  to 
compensate  the  sites  for  the  case  management  activities  they  are 
required  to  provide. 

Enrollee  Payments  for  Optional  Services 

In  accordance  with  the  requirements  of  section  4079(e),  if  a  CNO  receives 
approval  from  HCFA  to  offer  optional  services,  the  CNO  must  identify,  and 
receive  HCFA  approval  of,  the  proposed  charges  or  premiums  that 
enrollees  will  be  charged  for  these  services.  The  CNO  must  inform 
enrollees  that  they  can  choose  not  to  purchase  optional  services,  and  the 
CNO  must  give  enrollees  information  on  the  portion  of  the  enrollee 
premium  that  applies  to  such  services.  The  selected  sites  have  elected  not 
to  offer  an  optional  service  package,  therefore  will  not  charge  beneficiaries 
a  premium. 
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V.         IMPLEMENTATION  PLANS 

A.  Solicitation  Plans  and  Schedule 

HCFA  announced  a  notice  of  its  intent  to  solicit  and  award  contracts  for  CNO 
sites  in  the  Commerce  Business  Daily  (CBD)  in  August  1991.  Interested 
organizations  that  responded  to  this  procurement  announcement  were  mailed  a 
Request  for  Proposals  (RFP)  that  included  a  detailed  description  of  the  specific 
procedures  for  developing  CNO  sites  in  accordance  with  the  legislative 
requirements  and  other  participation  requirements.  Contracts  were  awarded  on 
September  30,  1992  to  four  sites,  as  required  by  law. 

All  applicants  submitted  a  proposal  based  on  the  basic  capitation  payment 
methodology  (Payment  Method  1).  They  also  submitted  a  proposal  based  on  the 
alternative  capitation  payment  methodology  (Payment  Method  2)  and  documented 
their  capability  to  perform  the  necessary  functional  assessments  and  provide 
assurances  that  the  data  will  be  retrievable  for  audit  by  the  government.  While 
the  alternative  payment  method  puts  additional  data  collection  burdens  on  the 
sites,  the  higher  payment  rates  for  more  disabled  enrollees  encouraged  applicants 
to  submit  alternative  cost  proposals.  All  of  the  sites  expressed  interest  in  Payment 
Method  2.  However,  due  to  legislative  requirements,  at  least  one  site  had  to 
implement  an  alternative  payment  methodology.  Carle  Clinic  of  Urbana,  Illinois, 
agreed  to  adopt  Payment  Method  1;  this  assignment  of  sites  to  payment  methods 
provided  a  valid  distribution  of  enrollees  between  methods,  facilitating  evaluation. 

B.  Demonstration  Phases  and  Lengths 

The  demonstration  involves  a  12-month  period  for  developmental  activities  and  a 
3-year  operational  period.  Each  site's  contract  required  the  completion  of  a  series 
of  design  and  planning  tasks  during  the  developmental  phase.  All  sites  have 
completed  their  developmental  activities  and  began  the  operational  phase  of  the 
demonstration  January  2,  1994.  The  12-month  developmental  period  gave  sites  the 
opportunity  to  establish  the  CNO  organizational  structure  and  develop  detailed 
plans  relating  to  service  delivery,  financial  management,  marketing  and  enrollment, 
grievance  procedures,  quality  assurance,  data  collection  and  reporting  in 
accordance  with  the  eligibility  and  operational  requirements  specified  by  HCFA  for 
the  demonstration.  This  timeframe  was  selected  in  recognition  of  the  work  that 
CNO  sites  and  HCFA  would  undertake  to  bring  this  program  to  operational  status. 
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Entrance  into  the  3-year  operational  period  of  the  demonstration  was  contingent 
on  the  site's  compliance  with  the  demonstration's  participation  requirements. 
Three  operational  years  are  planned  to  allow  sites  to  attain  maximum  enrollment 
and  allow  reasonable  time  for  the  demonstration  to  achieve  potential  effects. 
HCFA's  capitated  payments  for  the  services  and  other  administrative  costs  incurred 
by  sites  will  be  made  under  a  special  terms  and  conditions  agreement  executed 
between  individual  sites  and  HCFA. 

VI.        RESEARCH  DESIGN  AND  EVALUATION  PLANS 

The  research  design  for  this  demonstration  is  structured  to  answer  two  global  questions: 
(1)  Is  a  capitated,  nurse  case-managed  service  delivery  model  of  care  operationally 
feasible  and  (2)  what  are  its  impacts  on  enrollees,  providers  and  the  larger  health  care 
system. 

To  address  the  first  question  regarding  the  operational  feasibility  of  the  CNO  model 
mandated  in  the  legislation,  the  evaluation  plan  relies  primarily  on  process  analyses  and  a 
case-study  approach  to  data  collection.  To  facilitate  this  evaluation,  HCFA  established 
uniform  minimum  data  requirements  for  sites.  Examples  of  the  type  of  descriptive 
information  that  will  be  obtained  are: 

The  types  of  organizations  and  organizational  structures  that  are  used  to 
implement  the  CNO  delivery  model.  How  do  the  demonstration  sites  vary  in  their 
operational  approaches  and  why? 

The  role  of  the  primary  nurse  provider  in  allocating,  coordinating,  and  monitoring 
services  and  in  controlling  utilization  and  costs  of  care  in  this  delivery  model. 

The  effects  of  CNOs  on  the  local  community  and  health  care  network  and  the 
nature  of  interactions  with  the  existing  health  service  system. 

The  organizational  viability  of  the  CNO  model.  Do  a  substantial  number  of 
Medicare  beneficiaries  enroll  in  the  CNOs?  How  is  the  CNO  viewed  by  other 
local  providers?  What  factors  influence  differences  in  experiences  across  sites? 

Whether  the  CNO  model  is  financially  viable.  What  is  the  capability  of  sites  to 
operate  the  CNO  model  on  an  at-risk  basis  within  the  capitated  payment  system 
specified  by  the  legislation? 

The  degree  of  client  satisfaction  with  CNO  services,  the  ability  of  the  CNO  to 
coordinate  with  the  providers  of  other  health  care  services  not  covered  by  the 
CNO,  and  the  value  of  coordinating  the  CNO  service  package  through  one 
community-based  provider. 
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The  reliability  of  the  functional  status  measures  used  in  the  method  of  payment 
rate  calculation. 

The  impact  analysis  includes  a  randomized  design  and  will  quantitatively  examine  the 
effects  of  the  CNO  in  general  and  compare  the  effects  of  the  two  alternative  payment 
methods  on  patient-level  measures  such  as  mortality,  hospitalization,  physician  visits, 
nursing  home  admissions  and  Medicare  expenditures  in  order  to  assess  whether  cost- 
shifting  takes  place  between  covered  and  noncovered  services  under  the  demonstration. 
Also,  in  order  to  measure  the  effect  of  a  nurse-managed  service  delivery  system,  nurse- 
sensitive  outcomes  such  as  knowledge  of  health  problems  and  management  of  medications 
will  also  be  evaluated.  Under  the  CNO  model,  enrollees  will  be  assigned  to  a  Primary 
Nurse  Provider  (PNP)  and  together  they  will  develop  a  wellness  care  plan  with  clear 
objectives.  The  PNP  will  also  help  the  beneficiaries  monitor  their  progress,  provide 
health  education,  and  coordinate  needed  care.  The  CNO  site  directors  believe  that 
traditional  health  evaluations  fail  to  capture  nursing  outcomes  and  strongly  supported  the 
use  of  nurse-sensitive  outcomes  from  the  nationally  recognized  Omaha  Nursing 
Classification  System.  The  American  Nurses  Association  also  has  been  highly  supportive 
of  this  change.  This  quantitative  part  of  the  evaluation  will  address  the  following  types  of 
questions  regarding  the  impact  of  the  CNO  service  delivery  model: 

Is  there  a  difference  in  utilization  and  expenditure  patterns  for  specific  services 
between  CNO  enrollees  and  beneficiaries  in  the  fee-for-service  (FFS)  system? 

What  are  the  effects  of  the  CNO  and  a  nurse-managed  delivery  model  on  access 
to,  continuity  of,  and  quality  of  health  care? 

Are  there  effects  on  the  health  status,  functional  status,  and  mortality  compared  to 
a  FFS  comparison  group? 

What  are  the  effects  on  overall  utilization  of  and  expenditures  for  services  under 
the  Medicare  program? 

A  salient  design  feature  of  the  CNO  demonstration  is  the  random  assignment  of 
applicants  to  the  CNO  or  to  a  control  group  that  will  not  receive  CNO  services.  The  use 
of  random  assignment  will  permit  the  clearest  possible  estimation  of  the  effect  of  CNO 
membership  on  overall  Medicare  expenditures  and  utilization  of  both  CNO-covered  and 
non-covered  health  care  services.  It  will  further  illuminate  the  relationship  between  CNO 
membership  and  "nurse-sensitive"  outcomes,  such  as  appropriate  management  of 
medications,  or  control  of  blood  pressure. 
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Total  projected  enrollment  for  the  CNO  demonstration  is  8,250  beneficiaries.  Since  a  2:1 
randomization  factor  has  been  employed  for  this  demonstration,  5,500  beneficiaries  will 
be  assigned  to  the  treatment  group  and  2,750  will  be  assigned  to  the  control  group. 
Carle  Clinic  and  Carondelet  Health  Care  each  intend  to  enroll  a  total  of  3,000 
beneficiaries.  These  two  sites  will  each  enroll  approximately  2000  beneficiaries  into  the 
CNO  treatment  group  and  1000  beneficiaries  will  be  assigned  to  the  control  status. 
Visiting  Nurse  Service  of  New  York  projects  a  CNO  treatment  enrollment  of  1000 
beneficiaries  and  a  control  enrollment  of  500  beneficiaries.  The  Living  at  Home/Block 
Nurse  Program  foresees  enrolling  500  CNO  members  and  250  control  group  members. 
In  order  to  maximize  the  financial  viability  of  the  CNO  sites  under  a  capitated  payment 
methodology,  the  sites  have  developed  very  aggressive  marketing  plans  in  order  to  enroll 
the  necessary  beneficiaries  within  the  first  year  of  operational  phase  of  the  demonstration. 

VII.  CONCLUSIONS 

Since  the  passage  of  OBRA  87  in  December  1987,  HCFA  has  completed  a  broad  range 
of  complex  tasks  requiring  substantial  effort  to  design  the  CNO  demonstration  in 
conformance  with  the  legislation  while  recognizing  the  financial  and  operational  difficulties 
associated  with  implementing  this  project.  These  tasks  have  included  the  completion  of 
extensive  analytic  work  to  develop  valid  health-adjusters  to  the  AAPCC  capitation  rates 
for  the  demonstration's  two  mandated  payment  methods.  HCFA  completed  the 
demonstration  design  and  awarded  contracts  to  four  sites  on  September  30,  1992.  The 
12-month  planning  and  developmental  phase  has  concluded  and  a  3-year  operational 
phase  (including  a  phase-out  period)  has  been  initiated.  HCFA  has  also  contracted  for 
an  independent  research  evaluation  of  the  demonstration  and  will  contract  for  an  external 
review  of  the  quality  of  care  furnished  by  CNOs. 


APPENDIX  A 

Section  4079  of  P.L.  100-203 
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■M  uitpropriate  setting  Ins  determined  by  the  Secretary), 
and 

"(ii)  meet*  such  other  criteria  aa  the  Secretary  eeleb 
lishee.". 

tcl  Errrcnva  Date.— The  amend  menU  made  by  ibis  arc  lion  ahall 
be  elective  with  reaped  to  aervicea  performed  on  or  after  January  I 
1988  '  * 

Hti  mi.  i xManamm  of  coverage  or  iibucs  used  in  irimuno 

SUPPRESS!  VC  TIICRAP  V 

(«)  IN  (iTHba — Section  I86K.K2KJ)  of  the  Social  Security  Act 
(42  U  S.C  l395s(sX2)|Jl|  Is  emended  by  striking  iramurwauppreeii*, 
drugs"  and  inserting  "prescription  drugs  uaed  in  immune 
suppressive  therapy". 

00  ErracnvB  Dan.— The  amendment  made  by  aubsection  (at 
shall  apply  to  drugs  diapenaed  on  or  after  the  date  of  the  enact  men! 
of  this  Act. 
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SEC  Hit.  SERVICES  U»  A  PHYSICIAN  ASSISTANT. 

(8)  Services  Co  veaao  -Section  186l<si(2j(KI  of  the  Social  Security 
Act  (42  U.SC  l395»4sX2flK»  is  amended  by  inserting  ".  in  a  rural 
•ren  (as  defined  lo  section  188<j(d«2)(D»  that  la  designated,  under 
section  WHmMHA)  of  the  Public  Health  Service  Ad.  as  •  health 
maninwer  shortage  area/'  after  "IDOStcH". 

(b)  BrrcrrivR  Dats  — The  smendmenls  made  by  this  section  shall 
apply  with  respect  to  services  furnished  on  or  after  January  I.  I JW 

HKC  <•!!.  PSYCHOLOGIST SERVICES  IN  CLINICS. 

(al  Coverage  or  Psychologist*'  Services  Purnishro  at  Ruru 
1 1  kali  h  Clinics.— 

(1)  Section  lMHaaKlN.il)  of  tha  Social  Security  Act  (42  U.SC 
1396«(aaXll(B)l  is  amended  by  striking  "physician  assistant  oi 
by  a  nurse  practitioner"  and  inserting  "phyaidaa  assistant  or  a 
nuree  practitioner  (as  defined  in  paragraph  (3D.  or  by  a  clinical 
iwycholugist  (aa  defined  by  the  Secretary). 

(2)  The  amendment  made  by  pnrscraph  (II  ahall  be  effecuV 
with  respect  to  services  furnished  on  or  after  tha  date  of  enact 
toent  of  this  Act. 

(b)  Dinner  Pavment  roa  Psvchoismusts'  Stsvicu  Furnished  at  a 
CoMMUNin  Mental  IIralth  Center.— 

(1)  Section  l861(sN2)  of  the  Social  Security  Act  (42  US( 
I395«(»M2I».  aa  amended,  is  amended— 

(A)  by  striking  "and"  at  the  end  of  subparagraph  Ih't 
(ID  by  adding  "and"  at  the  end  of  subparagraph  (U  and 
(C)  by  adding  at  the  end  thereof  the  following  nr» 
eiilipaitigraith: 
"(M)  qualified  psychologist  services;". 

(21  Section  1832(aH2xH)  of  such  Act  (42  U.SC  l395k(aX2KBM  h 

amended- - 

(A)  by  striking  "and"  at  the  end  of  clause  (ii); 

(B)  by  striking  the  semicolon  in  clause  (iii)  and  inserting  • 
comma;  and 

(C)  by  adding  at  the  end  thereof  the  following  new  clau* 

(iv)  qualified  psychologist  services:  and  . 
(3)  Section  1833(nXI)  of  such  Act  (42  U.S.C.  l39Sk(aXl)'  « 

iimeiidnd— ■ 

IAI  by  nil  il<  in»r  "mtd"  nt   thi»  Mid  «»f  nnhnnrnrrnoli  ll!' 
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(U)  by  striking  "aervicea;  and"  in  aubpnroffrimli  (III  and 
inserting  "aervicea."; 

m.  *Z  lhVnd  «*  ■"bporagiapl,  (ll;  and 

ID)  by  nddlnn  at  the  and  thereof  the  following  new 
subparagraph:  "(J)  with  reaped  to  qualified  psychologist 
aervicea  under  section  l86l(aM2MM).  the  amounts  paid  ahall 
be  the  amount  determined  by  a  re*  schedule  established  by 
the  Secretary  for  the  purposes  of  this  subparagraph;". 
(4)  Tha  subsection  added  by  section  40730>K3>  or  this  subpart  is   41 1 
amended  by  inserting  "and  in  the  cans  of  qualified  psychologists 
services  for  which  payment  may  be  made  under  this  part  only 
pursuant  to  section  IMl<s*2MMr  after  Mlflfil(aM2)(L»". 
am  <«  Use.  1386a)  is  amended  by 

adding  at  tha  end  thereof  the  following  new  subsection: 


Ell* 
4*U 


"Qualified  Psychologist  Services 

"(gg>  The  term  'qualified  psychologist  services  means  such  serv- 
ices and  such  services  and  supplies  furnished  as  an  incident  to  his 
service  furniahed  by  a  clinical  psychologist  (as  defined  by  the  Sec- 
retary) at  a  cornmunily  mental  health  center  (as  such  term  is  uaed 
in  the  Public  Health  Service  Act)  which  the  psychologist  is  legally 
authorised  to  perform  under  State  law  (or  the  Stale  regulatory 
mechanism  provided  by  State  law)  as  would  otherwise  be  covered  If 
furnished  by  a  physician  or  as  an  incident  lo  a  physicians 
service. 

<«)«•  The  amendments  made  by  this  subsection  shall  he 
effective  with  respect  to  services  performed  on  or  after  July  I, 

IJoO. 

NKC.  iSlS.  I  SO  V  ISION  OK  OrKSITK  COMPREHENSIVE  OUTPATIENT  RE- 
HABILITATION SERVICES. 

i.i*C,ion.  WMtMMI  of  the  Social  Security  Act  (42  U.SC 
l-KtalccMU)  is  nroended  by  adding  at  the  end  thereof  the  following: 
In  the  case  of  physical  therapy,  occupational  therapy,  and  speech 
MholoRy  services,  Uiere  shall  be  no  requirement  that  the  item  or 
^r;ice  be  furniahed  at  any  single  fined  location  if  the  item  or 
^rvlce  is  furnPihed  pursuant  to  such  plan  and  payments  are  not 
"0>erwi*e  made  for  the  item  or  service  under  this  title  ". 

>m\  w  okmonstb ation  rruikcts  to  pro viue  pa  vment  on  a  pre-  42  i 
paio.  capita  tki»  basis  fob  community  nursing  anii  »"*" 
ambulatory  care  fiirni8heii  to  meihcare  bene 
eiciaries. 

"'In  Central. — The Secretary  of  Health  and  I himan  Service* (in 
'"i  section  relet ud  to  us  the  "Secretary")  ahull  enter  into  nu 
■oi-etnimt  with  not  less  Hum  four  eligible  organizations  submitting 
■  I'M"  alums  under  this  section  to  conduct  deinonstrulion  projects  to 
:  u  vide  iiaymeiit.  on  a  prepaid,  capitated  basis  for  community  uiira- 
'"»:  and  ninbulatory  care  furnished  to  any  individual  entitled  to 
»  hflita  under  pad  A  and  enrolled  under  part  B  of  title.  X  VIII  or  the 
,       Purity  Act  (other  than  an  individual  medically  determined 

lave  end  titage  renal  disease)  who  resides  in  the  geographic  mea 

.'  J"Hrir«4  ■»•»»«#  '*. 
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set  »  a  by  the  oinnlutlon  and  enroll*  with  such  organisation  (In 
accordance  with  subsection  (cXl)). 

(b»  Dcsinitions  or  Community  Nubtinu  and  Amsulatobt  U*m 
a  no  EtlOiMJtOitaANiiATWH.— AjiutadlnUiii^Uon; 

(I)  The  Urm  "community  nursing  and  ambulatory  can 
means  tlve  Tallowing  Servian*:  ,j  .  . 

(A)  Part-time  or  Intermittent  mining  can  furoisbod  by 
or  under  the  •upenrlaion  of  registered  professional  nureea. 

(B)  Physical,  occupational,  or  speech  therapy. 

(C)  Social  and  related  service*  supportive  of  a  plan  or 
ninbulatorycare.  , 

(D)  Part-time  or  Intermittent  services  of  a  home  health 

"(El  Medical  suppliea  (other  them  drugs  and  biolosicals) 
mid  durable  medical  equipment  while  under  a  plan  of  can. 

(F)  Medical  and  other  health  wrvkss  deecr  bed  la  para- 
graph* (ZXHJdl)  and  (6)  through  (9)  of  section  1881(a)  of  the 
Social  Security  Act.  ,  ,.    .  , 

((!)  Rural  health  clinic  services  described  in  section 
IRGKanXlXCIofsuchAct 

(H)  Certain  other  related  services  listed  in  section 
191fi(cX4XB)  of  ouch  Act  to  the  extent  the  Secretary  finds 
such  services  an  appropriate  to  prevent  the  need  for 
instituttonslitation  of  •  patient 

(21  The  term  "eligible  organization**  meow  a  publk  or  private 
entity,  organised  under  the  laws  of  any  State,  which  meets  the 
following  requirements:  ,      .      ...  ,  . 

(A)  The  entity  (or  a  division  or  part  of  such  entity)  S« 
primarily  engaged  In  the  direct  provision  or  community 
nursing  and  ambulatory  care. 

<B>  The  entity  provides  directly,  or  through  arrangements 
with  other  qualified  personnel,  the  services  described  In 

'"(cTSfeiW  provides  that  all  nuraing  care  (including 
services  of  home  health  aids)  is  furnished  by  or  under  the 
super  vision  of  a  registered  nurse.  . 

(I)  )  The  entity  provides  that  all  services  are  furnished  by 
qualified  staff  and  are  coordinated  by  a  registered  proles 

sional  nume.  ..■«•!  „j 

(E)  The  entity  has  policies  governing  the  furnlahliujj ol 
community  nursing  and  ambulatory  care  that  are  dove* 
nped  by  registered  professional  nurses  in  cooperation  wltri 
Ins  appropriate!  other  professlonala 

(Fl i  The  entity  maintains  clinical  records  on  all  patients. 

<G)  The  entity  has  protocols  and  procedures  to  oasure. 
when  appropriate,  timely  referral  to  or  consultation  with 
othor  health  care  providers  or  professionals. 

(II)  The  entity  complies  with  applicable  Slate  and  local 
laws  governing  the  provision  of  community  nuraing  ana 
ninhulltory  care  to  patients  j*aa*l 

(II  The  requirements  of  subparagrsplis  (B),  (D),  and  WW «' 
section  !876(bX2)  of  the  Social  Security  Act  n„„n„rt 
(cl  AcaKf  ments  WITH  Eucibix  Organizations  To  Conouct 

DKMONSrHATION  Prcmf.cts. — 
•  ■i ..(.,  immI  '  *mi  ¥.m:tm*  Om:*Nit*n«iNi  tti" 
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(1)  The  Secretory  may  not  enter  into  on  agreement  with  on 
'  i  eJkrlble  organization  to  conduct  o  demonstration  project  under 

tbw  section  unless  the  organization  meets  the  requirements  of 
this  sub  section  and  subsection  (d)  with  respect  to  members 
enrolled  with  the  orgajusotlan  under  this  section. 

(2)  The  organ >s« tioa  shall  have  On  oeeo  enrollment  period  for 
the  enrollment  of  individuals  under  this  section.  The  duration 
of  ouch  period  or  enrollment  and  any  other  requirement 
pertaining  to  enrollment  or  termination  of  enrollment  shall  be 
■pacified  In  the  agreement  with  the  organization. 

(8)  The  organization  must  provide  to  members  enrolled  with 
the  organization  under  this  section,  through  providers  and 
other  persons  (hot  meet  the  applicable  requirements  of  titles 
XVIU  and  XIX  of  the  Social  Security  Act,  community  nursing 
and  ambulatory  euro  (as  defined  In  subsection  (bXU)  which  is 
generally  available  to  Individuals  residing  In  the  geographic 
ana  served  by  the  organization,  except  that  the  organization 
may  provide  such  members  with  such  additional  health  care 
services  so  the  members  may  elect,  ot  their  option,  to  have 
covered. 

(4)  The  organization  must  make  community  nursing  and 
ambulatory  care  (and  such  other  health  care  services  as  such 
individuals  have  contracted  for)  available  and  accessible  to  each 

;  Individual  enrolled  with  the  organization  under  this  section, 
within  the  area  served  by  the  organisation,  with  reasonable 
promptness  ood  In  a  manner  which  assures  continuity 

(5)  Section  l87fi(cK6)  of  the  Social  Security  Act  shall  apply  to 
organltotions  under  this  section  In  the  seme  manner  as  It 
applies  to  organizations  under  section  1876  of  such  Act 

(6)  The  organization  must  have  arrangements,  established  in 
.  accordance  with  regulations  of  the  Secretary,  for  an  ongoing 
'  quality  assurance  program  for  health  care  services  It  provides  to 

such  Individuals  under  the  demonstration  project  conducted 
under  this  section,  which  program  (A)  stresses  health  outcomes 
and  (B)  provides  review  by  health  care  profesaionsls  of  the 
process  followed  In  the  provision  of  such  health  care  services. 

(7)  Under  a  denMnstraUon  project  under  this  section— 

(A)  the  Secretary  could  require  the  organization  to  pro-, 
vide  financial  or  other  assurances  (including  financial  risk- 
sharing)  that  mutinies  the  Inappropriate  substitution  of 
other  services  under  title  XVlll  of  such  Act  for  community 
nursinfc  services;  end 

(B)  If  the  Secretary  determines  that  the  organization  has 
failed  to  perform  In  accordance  with  the  requirement  of 
the  project  (Including  meeting  financial  responsibility 
requirements  under  the  project  any  pattern  of  dispropor- 
tionate or  Inappropriate  Institutionalization)  the  Secretary 
shall,  after  notice,  terminate  the  project 

(ai  I  )kt  rumination  or  Pa*  Capita  Pat  mint  Rates — 

(I)  The  Secretary  shall  determine  for  each  12  month  |ieriod  in 
which  a  demonstration  project  is  conducted  under  this  section, 
and  shall  announce  (in  a  manner  intended  to  provide  notice  to 
interested  parties)  not  later  than  three  months  before  the  begin- 
ning of  such  period,  with  respect  to  each  eligible  organization 
conducting  a  demonstration  project  under  this  section,  a  per 
tspita  rate  of  payment  for  each  class  of  Individuals  who  are 
'-moiled  with  such  organization  who  are  entitled  to  benefits 
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under  nut  A  and  enrolled  under  part  B  of  till.  XVlll  of  the 

Cl  mi  For  nurooaea  of  «ibp«r»fr«ph  (CJt  tbe  term  'adju-tej 

Act  and  types  of  expense*  otr»rwise  "-irobur»We  und«n sue* 
parts  A  and  B  which  are  deecribed  In 
hrough  (G)  of  subeectloo  jbXU (U*  udlng .^""^fojj 
cur  red  b,  organization.  deKribed  to  ^^lV8'?^J£r„ 
such  Art),    th.  sendee,  were  to  be  furnished  by  other  than 

"YKESSW  m  c.n.ulUtionwi^r^d^JjjM 
Hicy  ..Pert*  -fcon-unuj  group.  ^^^tLStMl. 
reimburaement  rate,  for  ouch  clMje.  ol  ui ,  g^y 

safe  ft  -r^^r£iffi^^ 

deioo.uiU.tlon  project  &*^»?n  i^rSr^3th  tS 

make  montldy  payment. in adt.oce.od  n»coortonce wung 
rale  determined  under  paragraph  (2)  Of '™J™?tt£B 
in  aubatction  (eX3XB>.  to  the  organization  Tor  each  lndiviau» 

Iween  the  actual  number  of  lodvMuaJa  «nM  J»  JgJE 

P,SfTh5  payment  to  an  -^ffi^iKS«flS 
for  individunle  enrolled  under  ttoytio. ^SSSSlt 
bimI  entitled  t«  benefit,  under  pert  A  and  enrolled  ^r  pjrv 
of  the.  Social  Security  Act  shall  l«o  made  from  the  *t>°f'*' 
I  capita SrS.  Truat  Fund  and  the  Fe*rdfrp|4em?*.g 
Medical  Insurance  Trust  Fund  estoblislied  «^^«L~J," 
H?,rh  iwifwrtlona  from  each  such  trust  fund  as  the  Secret*" 
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deem,  to  be  fair  and  equitable  taking  into  consideration  benefits 
•ttribuUW.U>auch|>.rt.Aa^B,reBpactively 

(6)  During  any  period  In  which  an  lndlvldu.1  is  enrolled  with 
an  .liilble  organization  conducting  .  demonstration  project 
under  thi*  section,  onhr  tb.  eligible  organization  (and  no  other 
individual  or  person)  shall  be  entitled  to  receive  payment,  from 
the  Secretory  under  thi.  UtU  for  community  nursing  and 
ambulatory  cire  (as  denned  In  aubaectlon  (bXO)  furnished  to  the 
individual. 

(e)  Re*rR!cnoN  on  Premiums,  Deductibles.  Copavmentb.  and 

(1)  In  no  case  may  the  portion  of  an  eligible  ore anization  s 
premium  rate  and  the  actuarial  value  of  its  deductibles,  coinsur 
Mice,  and  copayment.  charged  (with  respect  to  community  nurs- 
ing and  ambulatory  care)  to  Individuals  who  are  enrolled  under 
thai  eection  with  the  organization.  «*eeed  the  actuarial  value  ol 
the  coinsurance  and  deductible,  that  would  be  applicable  on  the 
average  to  Individual,  enrolled  under  this  section  with  the 
organization  <0r.  If  tin  Secretary  find,  that  adequate-  data  are 
not  available  to  determine  that  actuarial  value,  the  actuarial 
v.lu.  of  the  coinsurance  and  deductibles  applicable  on  the 
average  to  Individuals  in  the  area,  in  the  State,  or  in  the  United 
States,  eligible  to  enroll  under  this  section  with  the  organiza- 
tion, or  other  appropriate  data)  and  entitled  to  benefits  under 
part  A  and  enrolled  under  part  B  of  the  Social  Security  Act,  If 
they  were  not  member,  of  an  eligible  organization. 

(2)  ir  the  eligible  organization  provide,  to  its  member,  en 
rolled  under  thi.  section  services  In  addition  to  community 
nursing  and  ambulatory  care,  election  of  coverage  for  such 
additional  services  shall  be  optional  for  such  members  and  such 
organization  shall  furnish  such  members  with  information  on 
the  portion  of  IU  premium  reto  or  other  charge,  applicable  to 
such  additional  services  In  no  cm.  may  the  sum  of— 

(A)  the  portion  of  such  organization,  premium  rate 
charged,  with  respect  to  such  additional  services,  to  mem 
bera  enrolled  under  this  section,  and 

(B)  the  actuarial  value  of  its  deductibles,  coinsurance,  arid 
copayment.  charged,  with  respect  to  such  services  to  such 
member.  , 

exceed  the  adjusted  community  rate  for  such  services  las  de 
fined  In  section  !976(eX3)  of  the  Social  Security  Act). 

(3XA)  Subject  to  subparagraphs  (B)  and  (C).  each  agreement  to 
conduct  a  demonstration  project  under  this  section  shall  provide 
that  if— 

(i)  the  adjusted  community  rate,  referred  to  in  paragraph 
(2).  for  community  nursing  and  ambulatory  care  covered 
under  parts  A  and  B  of  title  XVlll  of  the  Socia  Security 
Act  (as  reduced  for  the  actuarial  value  of  the  coinsurance 
and  deductibles  under  those  part.)  for  members  enrolled 
under  this  section  with  the  organization, 
is  less  than  ,  ,  .  . 

(ill  the  nverage  or  the  per  rnpito  rntos  or  payment  to  he 
made  under  subsection  <dXl>  at  the  beginning  of  the  U 
month  period  (as  determined  on  such  basis  as  the  Secretary 
determines  appropriate)  described  in  such  subsection  for 
members  enrolled  under  this  section  with  the  organization. 
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the  eligible  organization  shall  provide  }»  ^J*  ^^aJh 

ndjuiled  community  rati  (as  so  re*JC8a':  rmmumti  »»  mat 

manner  to  agreement  under |U*  "f™ JV X/l^I  for  fob 
sharing  contracts  under  section  1876  or  J^A^u 
purpose  ant  reference  In  eucb  imsgraphi  »f  Pf.rJ*raph  ,Z'  " 
SSSm  reference  to  PfH«**J3  tSStfKtti  SPPU  U 
(6)  Section  !87C(eJ(4)  of  IfMj^  »«gfc**  Z 

1 .  1JIH9  and  shall  be  conducted  for  a  period  ^^S^Uur*  thai 

project*  conducted  under  this  aectlon. 
SEC.  MM.  PART  ■  I'REsMUM. 
Section  1839  of  the  Social  Security  Act  (42  U.S.C.  1395r)  « 

nmrm,;r!  rn  ^b^  wLby  •i^ssf.::1989"  e-ch  pUce  11  'ppeW! 

0,iii7r.^R^flftr^.t^ni  "or  1987"  and  Inserting  h 

^tt3fi %£$&U*  "or  .988"  "-tie,  b 
lieu  thereof  "1988.  or  1989  . 

Subpart  D— Other  Pro«blon« 

SM    «o„  SUIIMI8HION   OF  CLAIMS  TO  SUPPLEMENTAL  INSUM*. 

furnished  by  a  pertTcioe ting  phy «d •»»  "  »uPp Si  i»Xy  tfeecrlbK 
.U-hu  of  payment  under  •  roedtenre  SHN*Tf^Jffr%Ttm* 1*> 

IfSMmmu  in  which  iMind^Mj ;aJSt»SLibr 

Mich  nn  assignment  U  properly  eiecuted  and  a 
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is  made  by  a  carrier  with  a  contract  under  this  aectioii.  the  carrier 
thall  tranemit  to  the  private  entity  issuing  the  medicare  supple- 
mental policy  notice  of  such  fact  and  including  such  information  as 
the  Secretary  determines  Is  generally  provided  to  ennble  the  entity 

10  decide  whether  land  the  amount  of)  any  payment  Is  due  under  the 
iwlicy.  The  Secretary  may  enter  Into  arrangements  for  the  transmit- 
tal of  such  Information  In  entities  electronically.  The  Secretary  shall 
impose  user  foes  for  the  transmittal  of  Information  under  this 
subparagraph,  whether  electronically  or  otherwise  ". 

(b)  Mrdioap  Poucv  Stanpabds— Section  1882  of  such  Act  (42 

11  S  C.  1396ns)  la  amended— 

(1)  in  subsection  (bjflr- 

(A)  by  amending  subparagraph  (B)  to  read  as  follows: 
"(B)  includes  requirements  equal  to  or  more  stringent  than 
the  requirements  described  In  paragraphs  (2)  and  (3)  of  subaec 
tion  icy,". 

*»  (B)  by  adding  "and"  at  the  end  of  subparagraph  (CI. 
and 

(C)  by  inserting  after  subparagraph  (C)  the  following 
new  subparagraph: 
"(D)  provides  the  Secretary  periodically  (but  at  leant  an 
nually)  with  a  list  containing  the  name  and  addrewi  or  the  Issuer 
of  each  such  policy  and  the  name  and  number  of  each  such 
policy  (including  an  indication  of  policies  that  have  been  pre- 
viously approved,  newly  approved,  or  withdrawn  from  approval 
since  the  previous  lust  wss  provided)."; 

(2)  In  subsection  (c) — 

(A)  by  striking  "and"  at  the  end  of  paragraph  (II. 

(B)  by  striking  the  period  at  the  end  of  paragraph  (2)  and 
inserting"; and  .and 

(C)  by  inserting  after  paragraph  (2)  the  following  new 

paragraph:  ,  . 

"(iXA)  accepts  s  notice  under  section  1842(hX3*B»  as  a  claims 
form  for  benefits  under  such  policy  in  lieu  of  any  claims  form 
otherwise  required  and  agrees  to  make  s  payment  determina- 
tion on  the  basis  of  the  Information  contained  In  such  claims 
form; 

"( B)  where  such  a  notice  If  recei  ved— 

"(II  provides  notice  to  audi  physician  or  supplier  and  the 
benelklary  of  the  payment  determination,  end 

"(li)  provides  any  appropriate  payment  directly  to  the 
participating  physician  or  supplier  involved: 
"(C)  provides  each  enrollee  at  the  time  of  enrollment  a  card 
listing  the  policy  name  and  number  and  a  single  mailing  ad- 
i     dress  to  which  notices  under  section  l842<h)(3XB)  respecting  the 
'     |M)licy  are  to  be  sent; 

"(D)  agrees  to  pay  any  user  fees  established  under  section 
,     IH42U>K3XB)  with  respect  to  information  transmitted  to  the 
issuer  of  the  policy;  and 
'  (E)  provides  to  the  Secretary  at  least  annually,  for  transmit 
.     U»l  to  carriers,  a  single  mailing  address  to  which  notices  under 
!    H-ction  (842fhX3XB)  respecting  the  policy  are  to  be  sent.". 
. '<•'  KrrrjeTivK  Dsns.— (1)  The  amendment  made  by  subsection  (a) 
w.sll  tipply  to  contracts  with  carriers  for  claims  for  items  and 
.,  

"  '  •'«*•►*•  IB)  an4  IO  »*r«  ln4m*U4  rat* 
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ABSTRACT 


The  Center  for  Health  Affairs  conducted  a  review  of  the 
literature  related  to  key  dimensions  of  the  Community  Nursing 
Organization  as  outlined  in  the  Omnibus  Budget  Reconciliation  Act 
of  1987.    Those  key  dimensions  are  services,  payment  method, 
eligibility  criteria  and  standards,  and  marketing.    Relying  on 
these  dimensions  as  points  of  comparison,  we  examine  a  number  of 
other  existing  or  proposed  health  service  delivery  models  for 
their  similarity  or  dissimilarity  to  CNOs.    other  models  include 
TEFRA/HMOs ,  home  health  agencies,  Social  Health  Maintenance 
Organizations,  nursing  practice  arrangements,  Preferred  Provider 
Organizations  and  Rural  Health  Clinics.     This  comparative 
analysis  serves  to  highlight  a  set  of  key  questions  or  decision 
points  which  must  be  addressed  in  order  to  develop  more  fully  the 
design  of  the  Community  Nursing  Organization  demonstration. 
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SECTION  1:     THE  CONGRESSIONAL  MANDATE  FOR  CNOs 


1.1     INTRODUCTION  AND  OVERVIEW 


Section  4079  of  the  Omnibus  Budget  Reconciliation  Act  of 
1987  (OBRA-87)  calls  for  the  establishment  of  demonstration 
projects  for  community  nursing  organizations  (CNOs) .  This 
literature  review  provides  an  overview  of  this  mandate  and 
reviews  literature  and  documents  related  to  organizations  that 
might  wish  to  apply  to  become  CNO  demonstration  sites,  or  that 
might  serve  as  models  for  CNOs  in  one  or  more  dimensions. 

Under  the  congressional  mandate,  four  or  more  eligible 
organizations  will  provide  ambulatory  and  community  nursing 
services  to  Medicare  beneficiaries  who  are  entitled  to  part  A  and 
enrolled  in  part  B  on  a  prepaid,  capitated  basis.  The 
legislation  states  that  demonstration  projects  are  to  begin  no 
later  than  July  l,  1989,  and  will  last  for  three  years.  The 
Secretary  of  HHS  is  required  to  submit  a  report  on  the  results  of 
the  demonstration  projects  by  January  1,  1992. 

Aside  from  the  capitated  payment  scheme,  there  are  two  other 
crucial  features  of  CNOs.     In  contrast  to  the  current  provision 
of  Medicare  home  care  services,  physician  certification  of  the 
plan  of  treatment  for  CNO  enrollees  is  not  required. 
Additionally,  there  is  no  requirement  that  a  patient  be  homebound 
to  qualify  for  home  care  services. 

Section  4  079  of  OBRA-87,  as  well  as  the  House-Senate 
conference  agreement  that  led  to  OBRA-87,  prescribes  key  areas  of 
CNO  operation  such  as  services,  payment  arrangements  and 
eligibility.     In  terms  of  services,  CNOs  must  offer  home  health 
care  and  other  Medicare  Part  B  services,  while  outpatient 
hospital,  physician,  lab,  or  x-ray  services  cannot  be  offered. 
Other  benefits  that  may  be  mandated  by  the  Secretary  of  HHS 
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include  services  comparable  to  those  offered  under  Medicaid  home- 
and  community-based  waiver  programs.     Additional  services  may  be 
offered  by  CNOs  but  they  must  be  optional  to  the  enrollee. 

To  be  eligible  under  the  demonstration  program,  an 
organization  must  be  engaged  primarily  in  the  direct  provision  of 
community  nursing  and  ambulatory  care.     This  care  must  be 
provided  or  arranged  through  qualified  personnel  under  the 
supervision  of  an  RN;  and  policies  for  providing  such  care  must 
be  developed  by  RNs  in  cooperation  with  other  professionals,  as 
appropriate.    Moreover,  CNOs  must  maintain  clinical  records, 
arrange  for  timely  and  appropriate  referrals,  and  comply  with 
applicable  state  and  local  laws  regarding  the  provision  of 
community  and  ambulatory  services.     Finally,  aside  from  accepting 
payment  on  a  capitated  basis,  CNOs  must  accept  full  financial 
risk  for  services  and  must  provide  satisfactory  assurances 
against  the  risk  of  insolvency  (house/senate  conference 
agreement) . 

According  to  Section  4079  of  OBRA-87,  there  are  a  number  of 
other  conditions  that  must  be  specified  in  agreements  with 
eligible  organizations.     Many  of  these  conditions  are  similar  to 
those  specified  for  TEFRA  HMOs/CMPs  in  Section  1876  of  the  Social 
Security  Act  and  will  be  described  later.    Two  major  conditions 
are  important,  however,  to  mention  at  this  stage. 

First,  while  there  will  be  an  open  enrollment  period,  the 
length  of  the  period  and  other  requirements  related  to  enrollment 
and  disenrollment  will  be  specified  in  the  agreement.  Second, 
the  Secretary  of  HHS  could  require  CNOs  to  provide  assurances 
(including  financial  risk-sharing)  that  minimize  the 
inappropriate  substitution  of  other  Medicare  services  for  CNO 
services. 
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The  average  adjusted  per  capita  cost  (AAPCC)  methodology  is 
specified  for  use  as  the  payment  mechanism  for  CNOs.  However, 
for  at  least  one  CNO,  the  Secretary  of  HHS  will  develop 
alternative  capitation-based  payment  rates,  in  conjunction  with 
providers,  health  policy  experts,  and  consumer  groups. 


1.2 


DETAILED  SUMMARY  OF  THE  CONGRESSIONAL  MANDATE 


This  section  summarizes  the  Congressional  mandate  for  CNOs 
in  terms  of  their  major  areas  of  operation,  including  service 
offerings,  payment  mechanisms,  and  eligibility  criteria  and 
standards. 


According  to  Section  4079  of  OBRA-87,  the  services  that  CNOs 
must  offer  include  the  following: 


o      Part-time  or  intermittent  nursing  care  furnished  by  or 
under  the  supervision  of  registered  professional  nurses. 

o      Physical,  occupational,  or  speech  therapy. 

o      Part-time  or  intermittent  services  of  a  home  health 
aide. 

o      Social  and  related  services  for  ambulatory  care. 

o      Medical  supplies  (other  than  drugs  and  biologicals)  and 
durable  medical  equipment  while  under  a  plan  of  care. 

o      Medical  and  other  health  services  described  in 

paragraphs  (2) (H) (ii)  and  (5)  through  (9)  of  Section 
1861(s)  of  the  Social  Security  Act  (i.e.,  services  of  a 
clinical  psychologist?  surgical  dressings,  splints,  and 
casts;  durable  medical  equipment;  ambulance  services; 
prosthetic  devices;  and  braces  and  artificial  limbs). 

o      Rural  health  clinic  services  described  in  Section 

1861 (aa) (1) (C)  of  the  Social  Security  Act  (i.e.,  part- 
time  or  intermittent  nursing  care  and  related  supplies 
furnished  by  an  RN  or  LPN  to  a  homebound  individual 
under  a  written  plan  of  treatment) . 

o      Certain  other  related  services  listed  in  Section 

1915(c)(4)(B)  of  the  Social  Security  Act  to  the  extent 


that  the  Secretary  of  DHHS  finds  such  services 
appropriate  to  prevent  the  need  for  institutionalization 
of  a  patient  (e.g.,  case  management,  homemaker/home 
health  aide,  personal  care,  adult  day  care, 
habilitation,  and  respite  care  services,  or  other 
services) . 

In  terms  of  payment  mechanisms,,  as  mentioned  earlier,  at 
least  one  demonstration  site  will  have  its  payment  rate 
established  by  the  Secretary  of  HHS,  in  conjunction  with 
providers,  health  policy  experts,  and  consumer  groups. 
Otherwise,  the  payment  arrangements  for  the  CNO  greatly  mirror 
those  of  HMOs/CMPs,  as  described  in  Section  1876  of  the  Social 
Security  Act. 

An  AAPCC  is  established,  which  is  an  estimate  of  what 
Medicare  would  have  paid  for  the  scope  of  services  provided  by 
the  CNO  if  enrollees  had  paid  for  them  outside  of  the  CNO.  For 
the  AAPCC,  different  classes  of  enrollees  are  to  be  established 
based  on  age,  disability  status,  and  other  factors  determined  by 
the  Secretary.     The  payment  rate  for  each  class  is  to  be  set  at 
95  percent  of  the  AAPCC.     The  monthly  payment  rates  for  CNOs  for 
a  future  12-month  period  must  be  established  at  least  three 
months  in  advance.     The  payment  amount  can  be  adjusted  if  the 
projected  enrollment  of  the  CNO  differs  from  the  actual 
enrollment  (House/Senate  conference  report) . 

As  is  the  case  with  HMOs/CMPs  for  basic  services,  the 
actuarial  value  of  the  premiums,  deductibles,  coinsurance,  and 
copayments  may  not  exceed  the  projected  average  value  of  the 
Medicare  coinsurance  and  deductibles  enrollees  would  have  had  to 
pay  for  the  same  scope  of  services  outside  of  the  CNO.  Optional 
supplemental  services  may  be  offered,  but  the  CNO  must  disclose 
any  additional  premiums  or  cost-sharing  amounts  for  these 
benefits.     Moreover,  the  additional  total  charges  may  not  exceed 
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what  the  CNO  would  have  charged  its  non-Medicare  enrollees  for 
the  same  set  of  services  (House/Senate  conference  agreement) . 

The  Secretary  of  HHS  is  required  to  establish  an  adjusted 
community  rate  (ACR) ,  which  represents  what  the  CNO  would  have 
charged  a  non-Medicare  enrollee  for  the  scope  of  services  covered 
by  Medicare,  net  of  deductibles  and  coinsurance.     If  the  ACR  is 
less  than  the  AAPCC,  the  CNO  has  three  alternatives  for 
eliminating  this  difference:     l)  furnish  additional  benefits  or 
reduce  enrollee  cost-sharing;  2)  accept  a  reduction  in  payment 
rates;  3)  deposit  a  portion  of  the  difference  in  a  benefit 
stabilization  fund  under  the  provisions  already  in  place  for 
HMOs/CMPs  (House/Senate  conference  agreement) . 

According  to  OBRA-87,  to  be  eligible  as  a  CNO,  an 
organization  must  meet  the  following  requirements: 

o    It  is  primarily  engaged  in  the  direct  provision  of 

community  nursing  and  ambulatory  care,  and  provides  the 
relevant  services  either  directly  or  through  arrangements 
with  qualified  personnel. 

o    It  must  provide  that  all  nursing  care  is  furnished  by  or 
under  the  supervision  of  an  RN. 


o 


It  must  provide  that  all  services  are  furnished  by 
qualified  staff  and  are  coordinated  by  an  RN. 


o    It  must  have  policies  that  governing  the  provision  of 
care  that  are  developed  by  RNs  in  cooperation,  as 
appropriate,  with  other  professionals. 

o    It  maintains  clinical  records  on  all  patients  and  has 
protocols  and  procedures  to  ensure  timely  referral  to  or 
consultation  with  other  health  providers  or 
professionals. 

o    It  complies  with  all  applicable  state  and  local  laws 
governing  the  provision  of  care  to  patients. 

o    It  meets  the  requirements  of  subparagraphs  (B) ,    (D) ,  and 
(E)  of  Section  1876(b)(2)  of  the  Social  Security  Act 
(i.e.,  compensation  on  a  fixed,  pre-paid,  per  capita 
basis,  the  organization  assumes  full  financial  risk,  and 
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the  organization  has  made  adequate  provision  against  the 
risk  of  insolvency) . 

Aside  from  meeting  these  requirements  for  eligibility, 
additional  requirements  ( standards \  must  be  met  (see  Section 
4079(c)   of  OBRA-87) : 

o    The  organization  shall  have  an  open  enrollment  period. 
The  duration  of  such  a  period  and  any  other  requirements 
pertaining  to  enrollment  or  termination  of  enrollment 
shall  be  specified  in  the  agreement  with  the 
organization. 

o    The  organization  must  provide  the  community  and 

ambulatory  nursing  services  which  are  generally  available 
to  individuals  residing  in  the  geographical  area  served 
by  the  organization,  except  that  the  organization  may 
provide  members  with  additional  health  care  services  as 
the  members  elect,  at  their  option,  to  have  covered. 

o    The  organization  must  make  community  nursing  and 

ambulatory  care  (and  such  other  health  care  services  as 
such  individuals  have  contracted  for)  available  and 
accessible  to  each  individual  enrolled  with  the 
organization  under  this  section,  within  the  area  served 
by  the  organization,  with  reasonable  promptness  and  in  a 
manner  which  assures  continuity. 

o    section  1876(c)(5)  of  the  Social  Security  Act  shall  apply 
to  organizations  under  this  section  (i.e.,  meaningful 
procedures  for  hearings  and  resolving  grievances  between 
the  organization  and  members) . 

o    The  organization  must  have  arrangements,  established  in 
accordance  with  regulations  of  the  Secretary,  for  an 
ongoing  quality  assurance  program  with  stresses  health 
outcomes  and  provides  review  by  health  care  professionals 
of  the  process  followed  in  the  provision  of  such 
services. 

o    Under  a  demonstration  project  under  this  section:     1)  the 
Secretary  could  require  the  organization  to  provide 
financial  or  other  assurances  (including  financial  risk- 
sharing)  that  minimize  the  inappropriate  substitution  of 
other  services  under  Medicare  for  community  services;  and 
2)  if  the  Secretary  determines  that  the  organization  has 
failed  to  perform  in  accordance  with  the  requirements 
under  the  project  (including  meeting  financial 
responsibility  requirements  under  the  project,  any 
pattern  of  disproportionate  or  inappropriate 
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1.3     ADDITIONAL  CONSIDERATIONS  REGARDING  THE  CNO  LEGISLATION 

Differences  exist  between  the  House-Senate  Conference  Report 
and  the  eventual  language  of  Section  4079  of  OBRA-87.  First,  the 
House-Senate  Conference  Report  states  that  the  CNO  providing 
nursing  and  ambulatory  care  must  be  in  a  health  manpower  shortage 
area.    However,  this  specification  is  not  mentioned  in  Section 
4079  of  OBRA-87.     Second,  the  language  of  Section  4079  of  OBRA  87 
refers  to  Section  (aa) (l) (c)  of  the  Social  Security  Act  in 
describing  mandated  home  care  and  ambulatory  services.  That 
section  of  the  Social  Security  Act  refers  to  services  that  would 
be  provided  to  homebound  individuals.     The  only  reference  to 
homebound  individuals  appears  to  be  for  services  provided  by 
Rural  Health  Clinics  rather  than  other  potential  CNOs.    We  are 
unsure  whether  or  how  these  discrepancies  should  be  addressed. 
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SECTION  2:   POTENTIAL  MODELS  FOR  CNOs 


2 . 1  OVERVIEW 

This  section  describes  various  organizations  that  might  be 
able  to  meet  the  eligibility  requirements,  at  least  as  broadly 
specified  in  section  4079,  for  a  CNO,  or  that  may  serve  as  models 
for  CNOs  in  at  least  some  respects.    The  most  likely 
organizations  include,  first,  TEFRA  HMOs/CMPs,  and  second,  home 
health  agencies.     Following  a  discussion  of  these  service 
delivery  organizations,  we  discuss  social  HMOs,  Rural  Health 
Clinics  and  other  entities  which,  though  less  likely  to  be  CNO 
candidates,  have  structures  or  service  functions  that  might  be 
comparable  to  CNOs.     Each  organization  or  model  will  be  described 
and  compared  with  CNOs  in  terms  of  services,  payment  methods, 
eligibility  criteria  and  standards,  and  marketing  activities. 

2.2  TEFRA  HMOs  AND  CMPs 
2.2.1  Background 

The  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982  (TEFRA) 
included  key  provisions  that  have  increased  the  enrollment  of 
Medicare  beneficiaries  in  health  maintenance  organizations 
(HMOs) .     TEFRA  permits  competitive  medical  plans  (CMPs) ,  which 
are  non-f ederally  qualified  HMOs  and  PPOs,  as  well  as  federally 
qualified  HMOs,  to  enter  in  at-risk  payment  arrangements  with 
HCFA.    Moreover,  TEFRA  eliminated  retrospective  adjustments  to 
payment  rates  which  tends  to  be  contrary  to  the  way  HMOs  are 
accustomed  to  being  paid  (Bonanno  and  Wetle,  1984)  .  Recent 
figures  highlight  the  expanded  enrollment  of  Medicare 
beneficiaries  in  HMOs/CMPs.     From  1986  to  1988,  enrollment  rose 
from  467,000  to  981,000.     In  1989,  enrollment  is  projected  to  be 
991, 000  (Ready,   1988) . 
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It  is  quite  possible,  for  numerous  reasons,  that  TEFRA 
HMOs/CMPs  will  want  to  apply  to  become  CNOs.     First,  these 
providers  have  considerable  experience  in  being  placed  at-risk. 
Second,  since  those  HMOs  under  contract  with  HCFA  must  already 
arrange  for  or  provide  home  health  care  services  to  Medicare 
beneficiaries,  enrollment  of  additional  beneficiaries  in  a  CNO 
demonstration  could  lead  to  economies  in  the  provision  of 
existing  services.     Finally,  TEFRA  HMOs/CMPs  already  have 
experience  marketing  supplemental  service  packages  to  the 
elderly,  the  premium  revenues  from  which  could  be  important  to 
the  profitability  of  a  CNO  organization. 

2.2.2  Services 

Services  Offered  bv  TEFRA  HMOs  and  PMPg 

TEFRA  HMOs/CMPs  are  required  to  offer  a  basic  servirp 
package  that  includes  those  services  normally  available  to  non- 
enrolled  Medicare  beneficiaries  in  the  HMO's  service  area,  other 
services  not  normally  available  under  Medicare  are  required  as 
well,  such  as  substance  abuse  and  certain  preventive  services. 
Providers,  at  their  option,  may  choose  to  offer  supplemental 
services  to  Medicare  enrollees  for  which  they  charge  an 
additional  premium.     If  HMOs/CMPs  decide  to  make  such  services 
mandatory,  the  service  package  and  premiums  are  both  subjected  to 
review  by  HCFA. 

If  an  HMO's  adjusted  average  per  capita  cost  (AAPCC)  exceeds 
its  adjusted  community  rate  (ACR) ,  it  must  distribute  this 
difference  to  the  government  or  to  enrollees.     The  ACR  is  an 
estimate  of  how  much,  on  average,  HMO  charges  would  be  for  non- 
Medicare  enrollees  if  they  received  the  scope  of  services  offered 
to  Medicare  enrollees.     If  an  HMO's  "surplus"  funds  are 
distributed  to  enrollees  through  offering  additional  services. 
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HCFA  reviews  these  to  ensure  that,  on  an  actuarial  basis,  they 
are  equivalent  to  the  difference  between  the  ACR  and  the  AAPCC. 

With  the  passage  of  the  Medicare  Catastrophic  Insurance  Act 
of  1988,  TEFRA  HMOs/CMPs  will  be  required  to  expand  the  scope  of 
basic  services  they  offer.     For  instance,  if  they  do  not  already 
offer  an  unlimited  number  of  hospital  days  they  will  have  to  do 
so.    Moreover,  reimbursement  for  outpatient  drugs  will  be  phased 
in  under  Medicare  Part  B.     Finally,  respite  care  will  be  an 
additional  benefit  for  Medicare  beneficiaries  who  spend  above 
either  the  catastrophic  or  outpatient  drug  payment  cap. 

Comparison  of  TEFRA  HMO  and  CNO  Services 

Most  of  the  services  required  of  CNOs  are  already  provided 
by  TEFRA  HMOs/CMPs.     For  instance,  the  home  care  services  which 
are  currently  covered  by  Medicare  must  be  directly  provided  or 
arranged  for  by  HMOs/CMPs.     Moreover,  the  Part  B  services  noted 
in  Section  1  are  also  likely  to  be  provided  by  TEFRA  HMOs/CMPs 
(perhaps  with  the  exception  of  durable  medical  equipment) .  Some 
services  can  be  made  mandatory  at  the  Secretary's  discretion  and 
are  currently  provided  by  some  states  under  home-  and  community- 
based  waiver  programs.    These  services  generally  are  not  be 
currently  offered  by  HMOs .     For  example,  Iverson  et  al.  (1988) 
found  that  two-thirds  of  TEFRA  HMOs  responding  to  a  survey  did 
not  have  a  geriatric  case  management  system.     However,  at  this 
stage  it  is  not  clear  whether  such  services  would  be  required  of 
CNOs. 

There  do  not  appear  to  be  any  services,  aside  from  the 
services  which  are  at  the  Secretary's  discretion,  that  CNOs  must 
offer  which  are  not  also  routinely  offered  by  HMOs/CMPs. 
However,  there  are  some  services  that  CNOs  might  want  to  offer  in 
an  optional  supplemental  benefits  package  that  HMOs/CMPs  do  not 
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offer.     Moreover,  there  may  be  additional  services  that  CNOs 
might  offer  if  their  AAPCC  exceeds  their  ACR. 

2.2.3     Methods  of  Payment 

TEFRA  HMO/CMP  Payment  Methods 

TEFRA  HMOs/CMPs  contract  with  HCFA  to  receive  payment  on  a 
prepaid  per  capita  (capitated)  basis.     The  monthly  payment  is  at 
95  percent  of  the  AAPCC.    The  AAPCC  is  designed  to  reflect  the 
costs  that  the  average  Medicare  beneficiary  would  incur  if  he  or 
she  did  not  join  an  HMO.     Payment  is  set  at  95  percent  of  the 
AAPCC,  theoretically  to  provide  the  Federal  government  with 
savings,  as  HMOs  are  presumed  to  be  more  efficient  providers  than 
their  fee-for-service  counterparts. 

The  steps  to  compute  the  AAPCC  are  as  follows.     First,  the 
national  average  per  capita  costs  for  Medicare  beneficiaries, 
loaded  for  intermediary  and  carrier  expenses,  is  calculated  (the 
USPCC)  for  the  calendar  year  under  consideration.    USPCCs  are 
calculated  for  each  class  of  beneficiary  (aged,  disabled,  and 
end-stage  renal  disease)  and  for  Parts  A  and  B,  leading  to  six 
separate  figures. 

Second,  the  USPCC  is  adjusted  to  the  county  level  based  on  a 
geographical  index.     The  index  is  a  ratio,  which  has  as  its 
numerator  the  county-level  ratio  of  Medicare  reimbursement  (fee- 
for-service  payments  plus  payments  to  pre-paid  plans)  to  Medicare 
enrollment.    The  denominator  is  the  analagous  ratio  created  for 
the  U.S.  as  a  whole.     By  computing  the  unweighted  average  of  the 
geographical  index  over  five  years,  a  geographical  adjustment 
factor  is  arrived  at.    The  product  of  the  geographical  adjustment 
factor  for  a  given  county  and  the  USPCC  yields  the  projected 
county  per  capita  cost  (six  values  based  on  three  enrollment 
categories  and  Part  A/Part  B) . 
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The  third  step  in  calculating  the  AAPCC  is  to  remove  from 
each  county's  per  capita  cost  values  the  costs  and  enrollment 
attributable  to  HMO/ CMP  membership.     The  fourth  step  is  to 
convert  the  rates  established  thus  far  into  rates  that  vary 
according  to  the  following  demographic  variables:     age,  sex, 
Medicaid  status,  and  institutional  status.    One  set  of 
demographic  factors  (weights)  is  developed  for  the  U.S.  as  a 
whole,  leading  to  thirty  values  for  each  of  Parts  A  and  B  and 
each  enrollment  category  (excluding  ESRD) :     5  age  categories  x  2 
sex  categories  x  3  institutional ization/wel fare  categories. 

Finally,  the  county  per  capita  cost  is  adjusted  for 
demographic  variables  (i.e.,  multiplied  by  a  normalization  factor 
which  is  the  weighted  average  demographic  factor  for  the  county) . 
This  product,  when  multiplied  by  the  demographic  factors  for  the 
U.S.,  yields  the  AAPCC. 

The  process  differs  somewhat  for  establishing  the  AAPCC  for 
Medicare  ESRD  beneficiaries.     The  USPCC  is  adjusted  to  the  state- 
level  because  there  are  too  few  ESRD  enrollees  to  establish 
payment  rates  at  the  county-level.     Moreover,  no  demographic 
adjustments  are  made.    Hence,  a  single  AAPCC  value  is  derived  for 
ESRD  enrollees  residing  in  each  state. 

There  have  been  a  number  of  criticisms  of  the  AAPCC 
methodology,  foremost  of  which  is  a  lack  of  adjustment  for 
patient  health  status.     A  significant  number  of  studies  have  been 
published  examining  potential  adjustment  factors  for  health 
status  within  the  AAPCC  framework  (Thomas  and  Liechtenstein, 
1986;  Lubitz,  1987;  Anderson  et  al.,  1986).     Moreover,  HCFA  is 
funding  a  demonstration  project  that  uses  an  alternative 
methodology  to  the  AAPCC — Diagnostic  Cost  Groups  (DCGs) .    The  DCG 
methodology  involves  establishing  payment  rates  based  on 
groupings  of  ICD-9-CM  diagnostic  codes  for  the  hospitalizations 
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of  an  HMO's  enrollees  during  a  period  prior  to  enrollment  (PPRC, 
1988). 

Comparison  of  TEFRA  HMO  and  CNO  Payment  Methods 

As  noted  earlier,  the  AAPCC  payment  methodology  is  to  be 
used  as  the  payment  mechanism  for  CNOs,  although  the  Secretary 
will  develop  alternative  capitation-based  rates,  in  conjunction 
with  others,  for  at  least  one  site.     The  methodology  described 
for  the  CNO  AAPCC  greatly  mirrors  that  of  TEFRA  HMOs. 

2.2.4    Eligibility  and  Standards 

Eligibility  and  Standards  for  TEFRA  HMOs/CMPs 

The  requirements  that  HMOs  and  CMPs  must  meet  are  described 
in  Part  417  of  the  Code  of  Federal  Regulations  (42  CFR  Ch.  IV, 
October  1,  1987  Edition).     Subpart  C  of  Part  417  implements 
section  1876  of  the  Social  Security  Act  as  amended  by  section  114 
of  P.L.  97-248  (i.e.,  TEFRA).     Subpart  C  lays  out  requirements 
for  HMOs/CMPs  in  the  many  areas,  some  of  which  include: 
determination  and  definition  of  eligible  organizations; 
qualifying  conditions  (in  general,  and  for  administration  and 
management,  operating  experience  and  enrollment,  range  of 
services,  furnishing  of  services,  and  quality  assurance  program) ; 
enrollment,  entitlement,  and  disenrollment ;  and  contract 
requirements.    Two  crucial  aspects  of  eligibility  and  standards 
are  reviewed  below. 

In  a  capitated  system,  there  exists  a  strong  incentive  to 
either  reduce  services  or  deny  assess  to  the  high  utilizers  of 
care.     These  incentives  necessitate  the  need  for  quality 
assurance  and  enrollment  standards  for  HMOs.    These  standards 
help  to  safeguard  against  abuses  in  utilization. 
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The  HMO  standards  of  enrollment  require  that  HMOs  must  have 
a  3  0-day  period  of  open  enrollment  annually  for  Medicare  and 
Medicaid  beneficiaries.     This  requirement  helps  to  guarantee  the 
enrollment  of  Medicare  beneficiaries  in  HMO  plans.    Enrollees  are 
also  allowed  to  disenroll  at  any  time  in  order  to  re-enroll  in  a 
fee-for-service  plan.    Medicare  enrollment  is  limited  to  50 
percent  of  the  total  enrollment.     This  condition  is  specified  in 
order  to  limit  possible  financial  losses  and  closure  of  HMOs. 

HMOs  are  required  to  have  a  quality  assurance  program  in 
place.    A  quality  assurance  program  should  have  the  ability  to 
review  procedures  to  identify  problems,  and  should  have  the 
authority  to  make  recommendations  when  problems  exist.  The 
program  should  also  include  written  procedures  for  remedial 
action  if  substandard  services  have  been  provided. 

The  quality  assurance  indicators  should  be  outcome  measures. 
According  to  the  Office  of  Prepaid  Health  Care,  quality  assurance 
measures  are  of  two  types:     clinical  and  non-clinical  measures. 
Clinical  measures  include  assessment  of  the  outcomes  of  high 
volume,  high  risk  or  areas  of  potentially  adverse  outcomes.  Non- 
clinical measures  relate  to  the  business  strategies  of  the  HMO 
which  may  cause  them  to  underutilize  services.  Non-clinical 
quality  assurance  activities  might  involve  monitoring  HMO  growth 
to  determine  if  the  number  of  providers  is  actually  sufficient  to 
service  the  population. 

Comparison  of  TEFRA  HMO  and  CNO  Eligibility  and  Standards 

The  eligibility  criteria  and  standards  for  CNOs  generally 
correspond  with  many  of  the  requirements  for  TEFRA  HMOs/CMPs. 
Certainly,  there  are  many  more  requirements  that  the  latter  must 
meet,  and  part  of  our  project  is  to  assist  HCFA  in  specifying 
these.     Only  one  requirement  exists  for  CNOs,  but  not  for  TEFRA 
HMO/CMPs:     Provisions  must  be  established  to  limit  a  CNO's 
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potential  inappropriate  substitution  of  other  Medicare  services 
for  CNO  services. 


2.2.5  Marketing 
HMO/CMP  Marketing 


At  present,  HMOs  and  CMPs  are  required  to  follow  the 
marketing  requirements  set  forth  in  Part  417.428  of  the  code  of 
Federal  Regulations  (42  CPR  Chapter  4,  October  1,  1987  Edition) 
The  regulations  mention  the  following  required  and  prohibited 
activities: 


A)      Required  Activities: 

1)  Providing  those  interested  in  enrolling  with 
adequate  information  about  the  plan  which  should 
include  details  about  the  benefits,  enrollee 
liability,  grievance  procedures,  disenrollment  rules, 
fees,  and  other  charges. 

2)  Publicizing  periods  of  open  enrollment. 

3)  Informing  the  public  of  HMO  lock-in  procedures. 


B)  Prohibited  Activities 


1)  Practicing  activities  which  are  confusing  or 
misrepresentational  or  discriminatory. 

2)  Donating  gifts  or  payment  to  enrollees. 

3)  Circulating  or  marketing  materials  which  have  not 
been  approved  by  HCFA. 

TEFRA  HMO  demonstration  sites  used  both  mass  and 
individualized  promotional  activities  including:  local 
presentations,  news  paper  ads,  and  radio  announcements.  Several 
months  of  free  membership  for  the  new  enrollee  was  another 
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marketing  tactic.  These  activities  tried  to  establish  a  positive 
image  based  on  credibility  and  reputation. 

Sites  marketed  their  services  to  two  target  audiences,  the 
Medicare  population  and  those  who  are  under  65.     The  sites 
attempted  to  enroll  the  under  65  population  by  contracting  with 
large  employee  groups.     For  the  Medicare  population,  more 
individualized  approaches  were  taken. 

The  Medicare  HMO  demonstrations  proved  that  marketing  to  the 
elderly  is  more  difficult  than  marketing  to  the  general 
population.    Time  needed  to  be  spent  with  Medicare  enrollees  to 
alleviate  their  confusion  about  the  plan.     Explanations  and  forms 
needed  to  be  simple  enough  for  the  elderly  to  understand.  Some 
of  the  demonstration  sites'  applications,  for  example,  were 
structured  like  a  Medicare  benefit's  card  to  alleviate  confusion. 
Although  Medicare  marketing  was  found  to  be  time-consuming,  the 
marketing  costs  for  Medicare  and  non-Medicare  groups  were 
comparable  since  the  demonstration  sites  were  very  successful  at 
enrolling  a  large  Medicare  population  (Health  Care  Financing 
Grant  and  Contract  Report,  1984). 

Comparison  of  TFFRA  HMO  and  CNO  Marketing 

Aside  from  disclosing  the  additional  premiums  for  optional 
supplemental  services  or  cost-sharing  amounts,  Section  4079  of 
OBRA-87  does  not  have  any  other  marketing  requirements.  However, 
as  is  the  case  with  TEFRA  HMOs/CMPs,  providing  supplemental  and 
additional  benefits  represents  an  important  form  of  marketing. 
In  order  to  attract  Medicare  beneficiaries  from  the  fee-for- 
service  sector,  reducing  both  cost-sharing  and  paperwork,  and 
offering  benefits  over  and  above  the  traditional  Medicare  benefit 
package  are  very  important  potential  marketing  tools.  Moreover, 
CNOs  must  use  their  marketing  strategies  to  inform  potential 
enrollees  about  the  advantages  of  the  services  they  offer. 
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It  is  difficult  to  imagine  that  the  under  65  population  will 
enroll  since  they  rarely  use  skilled  home  care  services  unless 
they  are  disabled  (and  therefore  possibly  covered  under 
Medicaid).    If  CNOs  do  attempt  to  reach  this  age  group,  they  must 
market  to  corporations.    Marketing  to  the  65  and  over  group  will 
require  that  beneficiaries  be  informed  about  the  added  service 
benefits  and  other  advantages  of  CNOs. 


2.3     HOME  HEALTH  AGENCIES 
2.3.1  Background 

Organized  home  health  care  has  existed  in  this  country  for 
over  100  years  (Mundiger,  1985) .     From  the  outset,  nursing 
services  were  the  principal  component  of  organized  home  health 
care.     Home  nursing  care  originally  developed  following  the 
public  health,  or  community  nursing  model  (O'Grady,  1987). 
However,  with  the  creation  of  Medicare,  and  its  home  health 
benefit,  the  home  health  industry  quickly  adapted  to  meet  the 
needs,  as  well  as  the  requirements,  of  this  bounteous  new  payer. 
In  the-  wake  of  Medicare,  the  home  care  recipient  population,  the 
home  care  delivery  system,  and  the  type  of  formal  care  provided 
in  the  home  were  all  almost  completely  redefined  (Mundiger, 
1985) .     By  allowing  payment  for  only  those  services  which  a 
physician  deems  medically  necessary,  Medicare  promoted  movement 
away  from  the  community  nursing  model  (which  viewed  the  family 
and  the  community  as  clients  along  with  the  patient)  and  toward 
the  medical  model  of  service  delivery. 


Home  care  services  are  now  often  thought  of  as  encompassing 
two  distinct  markets — the  Medicare  market  and  the  private  duty 
market  (Simione,  1986).     Only  agencies  meeting  Medicare's 
conditions  of  participation  are  certified  to  provide  Medicare- 
reimbursable  home  care.     In  1987  there  were  5,953  Medicare 
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certified  home  health  agencies  (HCFA,  1988).    The  National 
Association  of  Home  Care  estimates  that  there  are  roughly  equal 
numbers  of  non-Medicare  certified  agencies  and  certified  agencies 
(Hoyer,  1988).    Medicare  payment  is  often  cited  as  financing 
about  one-half  of  the  total  industry  activity  (HCFA,  1987) . 

Once  almost  the  exclusive  domain  of  free-standing,  public 
and  not-for-profit  agencies,  home  health  services  are  now  being 
provided  by  a  number  of  different  organizations.     In  February  of 
1988,  only  22.3  percent  of  all  Medicare  certified  home  health 
agencies  were  VNAs  or  privately  developed  not-for-profit 
agencies.     Over  30  percent  of  the  certified  agencies  were 
proprietary  agencies,  over  25  percent  were  integrated  units  of 
hospitals,  and  nearly  20  percent  were  free-standing  organizations 
operated  by  state  or  local  government  (Hoyer,  1988) . 

Medicare  home  health  expenditures  have  been  one  of  the 
fastest  growing  components  of  total  Medicare  expenditure, 
increasing  at  an  average  annual  growth  rate  of  nearly  25  percent 
(15  percent  after  controlling  for  inflation)  from  1980  to  1985. 
Since  1985,  the  year  the  most  recent  Medicare  home  care  payment 
reforms  were  introduced,  the  growth  of  Medicare  home  care 
expenditures  has  slowed  dramatically.     The  average  annual 
expenditure  growth  rate  over  the  two-year  period  1985  to  1987 
slowed  to  approximately  7  percent  (0.4  percent  after  controlling 
for  inflation).     At  the  same  time,  the  rate  of  Medicare  home  care 
claims  denied  by  fiscal  intermediaries  has  increased.     In  1984, 
the  average  annual  home  health  claim  denial  rate  was  2.5  percent, 
but  by  1987  this  rate  had  climbed  to  7.9  percent  (HCFA,  1988). 

There  are  a  number  of  reasons  to  believe  that  home  health 
agencies  would  be  prime  contenders  for  CNOs.    First,  the  services 
provided  by  home  health  agencies,  especially  those  serving  both 
the  Medicare  and  private-duty  markets,  seem  to  best  match  the 
anticipated  combination  of  required  and  anticipated  supplemental 
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CNO  services.     Second,  a  prospectively-paid  CNO  might  have  less 
paper  work  burden  than  the  Medicare  certified  home  health  agency. 
Third,  given  the  recent  increase  in  Medicare  home  care  claims 
denials,  the  home  care  industry  has  become  more  interested  in 
prospective  payment  methodologies  (NAHC,  1987).     Fourth,  a  number 
of  home  health  agencies  have  already  experienced  at-risk 
operation,  having  entered  into  capitated  arrangements  with  health 
maintenance  organizations  (Shalowitz,  1987).     Finally,  despite 
the  fact  that  the  proposed  capitated  payment  system  will  create 
strong  incentives  for  provider-sponsored  utilization  control, 
nurse-managed  home  health  agencies  might  view  the  CNO  mechanism 
as  an  opportunity  to  re-assert  the  broader  community  nursing 
model  of  home  health  care  delivery. 

2.3.2     Services  and  Products 

Services  and  Products  Currently  Offered  bv  Hone  Health 
Agencies 

Medicare  home  care  services  currently  consist  of  skilled 
nursing  care,  physical  therapy,  speech  therapy,  occupational 
therapy,  medical  social  services,  and  homemaker/home  health  aide 
services  in  support  of  skilled  nursing  or  therapeutic  care. 
Medicare  will  not  cover  any  of  these  services  unless:     (l)  the 
beneficiary  is  homebound1;   (2)  the  services  are  ordered  by  a 
physician  and  incorporated  into  a  part  of  a  plan  of  treatment 
that  must  be  initial  approved  and  periodically  recertified  by  a 
physician;   (3)  the  services  are  deemed  to  be  reasonable  and 
necessary  in  the  treatment  of  an  illness  or  injury;  (4)  the 

1    OBRA-87  created  the  first  statutory  definition  of 
homebound  status,  defining  it  as  either  the  restricted  ability, 
due  to  illness  or  injury,  to  leave  the  home  without  the 
assistance  of  a  supportive  device  or  the  issuance  of  medical 
orders  not  to  leave  the  home.     While  the  beneficiary  does  not 
have  to  be  bedridden,  a  considerable  and  taxing  effort  would  be 
required  if  the  individual  were  to  leave  the  home. 
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services  are  performed  by,  or  under  the  supervision  of,  a 
licensed  nurse;  and  (5)  the  services  are  rendered  intermittently. 

To  qualify  as  intermittent,  services  must  be  needed  no  less 
frequently  than  once  every  60  days.    An  individual  requiring 
daily  skilled  nursing  care  is  viewed  by  Medicare  as  being  best- 
suited  for  institutionalization,  and  thus,  would  be  ineligible 
for  home  care  benefits.     Similarly,  Medicare  covers  only  home 
care  services  that  are  part-time  (i.e.,  no  more  than  8  hours  per 
day) ;  the  rationale  being  that  beneficiaries  requiring  round-the- 
clock  care  would  best  be  served  in  an  institution.  However, 
Medicare  will  cover  occasional  episodes  of  more  frequent  part- 
time  skilled  nursing  services  in  the  home—no  more  than  8  hours 
of  daily  care  for  14  to  21  days,  delivered  in  for  no  more  than  5 
consecutive  days— depending  on  medical  need.    As  dictated  by  the 
Medicare  Catastrophic  Coverage  Act  of  1988,  starting  in  1990, 
part-time  home  care  of  up  to  38  consecutive  days  will  be 
allowable  under  the  intermittent  care  provision. 

Home  health  agencies  also  provide  Medicare  beneficiaries 
with  medical  products  as  well  as  medical  services.     Covered  home 
health  products  include  prosthetics,  durable  medical  equipment, 
oxygen  therapy,  infusion  therapy,  and  medical  supplies  (Curtiss, 
1985a).     other  vendors,  such  as  DME  dealers,  community 
pharmacies,  and  specialty  suppliers,  may  also  supply  these 
products  to  Medicare  beneficiaries.    Medicare  will  reimburse  for 
these  products  if  they  are  considered  to  be  medically  necessary 
(this  usually  requires  a  physician's  prescription)  based  on  the 
patient's  diagnosis  and  prognosis.    Home  health  agencies  are  also 
required  to  provide  estimates  of  the  duration  the  equipment  will 
be  needed.     Medicare  has  recently  expanded  the  definitions  of 
some  of  these  product  categories  to  include  more  technologically 
intensive  treatments  (e.g.,  parenteral  and  enteral  therapy)  for 
beneficiaries  with  certain  diagnoses. 
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In  the  private  duty  market,  products  and  services  can  be 
similar  to  those  provided  Medicare  beneficiaries  (offered  to 
either  Medicare  beneficiaries  who  do  not  meet  particular  coverage 
criteria— e.g. ,  those  for  homebound  status  or  intermittent  care— 
or  to  those  under  age  65  not  eligible  for  Medicare) ,  or  can  be 
services  not  normally  provided  under  Medicare,  such  as  full-time 
custodial  home  health  aide  care,  homemaker  services, 
transportation  service  and  respite  care. 

Some  agencies  also  offer  "alternative"  home  health  services 
that  depart  from  the  more  traditional  conception  of  home  care  as 
being  either  therapeutic  treatment  or  maintenance  care  services. 
Generally,  these  services  are  preventative  in  nature  (e.g.,  case 
management  or  nutritional  counseling)  and  are  designed  to  reduce 
the  recipient's  risk  of  requiring  intense  medical  services  in  the 
future.     For  example,  under  OBRA-81,  Section  2176,  the  Medicaid 
Home  and  Community-Based  Waiver  (HCB)  program,  certain  state 
Medicaid  programs  cover  home  care  designed  to  substitute  for 
institutional  care  among  the  aged,  disabled,  mentally  retarded, 
developmentally  disabled,  and,  most  recently,  AIDS  patients. 
Appendix  B  includes  a  list  of  non-traditional  services  that  have 
been  offered  to  the  aged  and  disabled  in  certain  states  through 
this  program.  However,  it  is  unclear  to  what  extent  private- 
paying  customers,  TEFRA-HMO  enrollees,  or  customers  with  other 
insurance  have  utilized  these  types  of  services. 

Comparison  of  Home  Health  Agency  and  CWO  Services 

There  appears  to  be  strong  congruence  between  home  health 
agency  services  and  likely  CNO  services.    Many  of  the  required 
CNO  services  enumerated  in  OBRA-87  are  services  currently 
provided  by  more  than  5,000  certified  home  health  agencies  to 
Medicare  beneficiaries.     In  addition,  there  is  a  provision 
allowing  the  Secretary  to  add  certain  other  services  to  the 
required  package.    This  is  contingent,  however,  on  those  services 
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having  been  offered,  and  judged  to  be  cost-effective,  under  the 
HCB  program.    Although  the  package  of  services  offered  is 
obviously  of  import,  the  success  of  an  HCB  waiver  program  site  is 
believed  to  be  largely  dependent  on  the  HCB's  ability  to  screen 
enrollees  for  likelihood  of  future  institutionalization 
(Laucicina  and  Burvell,  1988).     Should  the  Secretary  deem  that  a 
service  provided  in  an  HCB  demonstration  site  must  be  offered  by 
CNOs,  the  CNO  would  need  to  be  especially  attentive  to  screening 
their  enrollees  for  these  services  as  part  of  their  overall 
utilization  control  plan. 

If  the  Secretary  does  not  mandate  the  inclusion  of  any  of 
these  additional  services,  certain  CNOs  (perhaps  those  home 
health  agencies  with  prior  experience  under  a  2176  waiver)  might 
choose,  nonetheless,  to  offer  and  promote  these  services.  There 
may  be  several  incentives  encouraging  the  CNO  to  do  this.  First, 
the  home  health  agency/CNO  may  view  its  CNO  status  as  an 
opportunity  to  adopt  a  more  expansive  service  mission.  Second, 
even  in  the  face  of  economic  risk,  the  CNO  may  decide  that  it 
needs  to  offer  a  wider  range  of  services  in  order  to  attract  a 
Medicare  beneficiary  population  with  a  broad  risk  profile  (along 
with  non-beneficiaries) .    The  supplemental  services  could  be 
offered  as  part  of  a  "high-option"  CNO  package,  priced  somewhat 
higher  than  the  standard  option.     However,  if  the  CNO  believed 
that  the  supplemental  services  were  not  prohibitively  expensive 
and/or  was  confident  that  utilization  of  these  services  was 
easily  controllable,  they  could  offer  them  as  part  of  the 
standard  package  at  no  extra  premium  cost  to  the  beneficiary.  Of 
course,  the  incentive  for  tight  utilization  controls  would  be 
extremely  strong  under  this  circumstance.    The  successful 
addition  of  supplemental  services  at  no  extra  cost  to  the 
beneficiary  might  help  give  the  CNO  a  distinct  marketing 
advantage  over  fee-f or-service  home  care. 
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Because  CNOs,  like  home  health  agencies,  are  mandated  to 
provide  only  "intermittent"  skilled  nursing  care,  it  is  presumed 
that  under  ordinary  circumstances  the  definition  of  "intermittent 
care"  for  CNOs  and  home  health  agencies  would  be  identical. 
However,  the  Catastrophic  Coverage  Act  of  1988  will  change  some 
provisions  associated  with  the  definition  of  intermittent  care 
applied  to  certified  home  health  agencies  effective  January  1990. 
Presumably,  CNOs  will  follow  the  new  definition  at  the  outset  of 
the  demonstration,  although  this  issue  needs  to  be  clarified. 

2.3.3     Methods  of  Payropnt- 

Current  Home  Health  Aggncv  Payment  Methods 

Under  Medicare  Part  A,  professional  services  provided  by 
home  health  agencies  are  paid  on  a  per-visit  cost  basis,  with 
billable  costs  limited  to  12  percent  above  the  mean  per-visit 
cost  for  each  type  of  service  (skilled-nursing,  physical  therapy, 
speech  pathology,  occupational  therapy,  medical  social  services, 
home  health  aide) .    Outliers  two  standard  deviations  above  or 
below  the  mean  are  excluded  from  cost-limit  calculations.  Limits 
are  adjusted  for  regional  wage  differences  and,  on  top  of  this, 
hospital-based  home  health  agencies  receive  a  10-15  percent  add- 
on to  cover  higher  overhead  costs. 


Medicare  Part  B  covers  durable  medical  equipment  supplied  to 
homebound  beneficiaries.    These  products  are  reimbursed  at  80 
percent  of  reasonable  cost.    Home  health  agencies  are  responsible 
for  collecting  20  percent  coinsurance  directly  from  the 
beneficiary.     Medicare's  recently  rewritten  lease-purchase  rules 
discourage  the  rental  of  DME  when  purchase  is  likely  to  be  more 
economical.     Prosthetic  devises,  home  oxygen  therapy  and  infusion 
therapies  are  also  covered  under  Part  B.     Payment  policy 
specifics  can  vary  by  type  of  therapy,  although  most  involve  fee- 
schedules  based  on  charges  from  a  given  base  year. 

-23- 


A  1984  study  revealed  a  substantial  amount  (up  to  $600 
million)  of  unrecovered  payment  for  non-covered  home  health 
services  (Stewart,  1987).    HCFA  has  taken  several  steps  to  try  to 
clamp  down  on  payments  for  uncovered  services.    These  are:  (1) 
consolidation  of  fiscal  intermediaries;   (2)  modification  of 
waiver  of  provider  liability  rules;   (3)  adoption  of  stricter 
criteria  to  support  claims  of  homebound  status;   (4)  tighter 
monitoring  of  home  health  aide  and  specialized  therapeutic  visits 
in  the  absence  of  skilled  nursing  visits;  and  (5)  increased  use 
of  pre-payment  screens.    The  combination  of  these  factors  is 
believed  to  be  responsible  for  the  drastic  post-1984  increase  in 
claims  denial  rates  reported  above.    This  dramatic  increase  in 
denials  prompted  Congress  to  call  for  the  creation  of  an  advisory 
committee  to  examine  the  home  care  claims  denial  issue. 

At  the  same  time  HCFA  has  been  attempting  to  curb  Medicare 
home  health  costs  through  administrative  reform  and  cost-caps,  it 
has  also  been  conducting  a  demonstration  exploring  prospective 
pricing  of  home  health  care.     Demonstration  sites  will  test  per- 
visit,  per-month  and  per-episode  pricing  schemes.  However, 
before  any  prospective  payment  system  can  be  successfully 
implemented,  an  effective  methodology  for  adjusting  payment  rates 
for  case-mix  should  be  developed  to  remove  financial 
disincentives  of  caring  for  sicker  individuals.  Existing 
research  has  proved  this  to  be  difficult  since  there  are  inherent 
problems  in  defining  home  care  episodes  and  measuring  home  care 
service  need  (Manton  and  Hausner,  1987) . 

State  Medicaid  programs  pay  for  basic  home  health  services 
and  products  (part-time  intermittent  skilled  nursing,  home  health 
aide  service,  medical  supplies  and  DME)  to  eligible  beneficiaries 
based  on  retrospective  costs.    Most  states  impose  service 
limitations;  however,  a  significant  proportion  still  place  no 
limits  on  home  health  aide  hours  or  visits.    Home  therapeutic 
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services  are  optional,  but  under  most  state  Medicaid  programs, 
these  services  are  covered.     Medicaid  programs  generally  pay  for 
Medicare-market  services  at  lower  rates  than  either  Medicare  or 
private  insurance  (Curtiss,  1986).     However,  coverage  specifics 
and  payment  levels  vary  from  state-to-state. 

Data  on  private  insurance  payment  for  home  health  services 
are  limited.      Some  indemnity  benefit  packages  have  provisions 
for  coverages  of  home  health  care  when  it  is  related  to  a 
diagnosed  medical  condition.     However,  private  insurers  are 
likely  to  restrict  coverage  for  custodial  home  care.  In 
addition,  some  insurers  have  supported  more  innovative  home  care 
benefits,  usually  involving  case-management  and  health 
counseling,  in  an  attempt  to  reduce  hospital  costs  (Curtiss, 
1986).    Regardless  of  the  exact  benefit  specification,  most 
indemnity  plans  reimburse  home  health  agencies  on  a  retrospective 
cost  basis. 

Health  Maintenance  Organizations,  Competitive  Medical  Plans 
and  TEFRA/HMOs  are  likely  to  pay  for  some  home  health  services 
(see  discussion  in  Section  2.2).    Often,  HMOs  contract  with  local 
home  health  agencies  to  provide  home  care  to  their  enrollees  and 
pay  the  contracting  agency  for  each  unit  of  service  based  on  a 
pre-arranged  fee  structure.     However,  a  national  survey  conducted 
in  the  mid-1980s  by  a  health  care  marketing  firm  (Louden,  1986) , 
indicated  that  three  percent  of  surveyed  HMOs  with  home  health 
contracts  pay  the  home  health  provider  for  home  health  services 
on  a  fully  capitated  basis.     An  additional  seven  percent  use  a 
combination  of  capitation  and  fee  schedule.    Seven  percent  of 
these  HMOs  were  providing  fully  capitated  payment  for  home  health 
products . 

Out-of-pocket  payments  still  play  a  significant  role  in  the 
home  health  market.     The  f ee-f or-service  system  still  holds  for 
much  of  private  duty  nursing,  with  sliding  fee  scales  available 
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in  most  cases  to  low-income  individuals  not  qualifying  for  their 
state's  Medicaid  home  health  benefit. 

Comparison  of  Home  Health  Aaencv  and  CNO  Payment-. 
Methods 

Although  most  of  home  health  agencies'  services  are 
reimbursed  on  a  charge  or  cost  basis,  prospective  payment  systems 
are  gaining  in  popularity.    Medicare's  cost  limits  have  already 
imposed  reimbursement  ceilings  and  demonstration  projects  support 
HCFA's  intent  to  move  toward  some  type  of  capitated  system.  Some 
home  health  agencies  have  already  decided  to  place  themselves  at 
financial  risk  by  contracting  their  services  to  HMOs.  In 
recognition  of  this,  the  National  Association  for  Home  Care  has 
convened  a  special  commission  to  draft  their  own  prospective 
payment  system  plan  for  home  health  agencies  (NAHC,  1988  ) . 

Home  health  agencies  that  already  have  operated  under 
capitated  arrangements  with  HMOs  might  find  it  easier  to  adapt  to 
the  GNO  payment  methodology.     However,  it  is  unclear  to  what 
extent  home  health  cost  risk  is  typically  borne  by  the 
contracting  agencies  since  HMOs  may  pay  per  visit  copayments  (in 
essence;  a  utilization  control)  or  provide  reinsurance.  In 
addition,  the  contracting  home  health  agency  was  in  a  position  to 
assess  the  risk  composition  of  the  HMO  enrollee  pool  before 
entering  into  the  contractual  agreement.     These  agencies  did  not 
have  to  face  the  marketing  challenge  of  enrolling  low-risk 
individuals.     Since  meeting  this  marketing  challenge  may  be  the 
factor  that  separates  the  successful  CNO  from  the  unsuccessful 
CNO,  those  few  home  health  agencies  with  prior  experience  under 
capitation  may  not  have  as  great  a  competitive  advantage  as  it 
may  first  appear. 
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2.3.4     Eliaibi  1  itv/StanriarHg 


Current  Eliaibi  :!  il-y  Criteria  and  Standards  for  Hnmo 
Health  Aaencjgs 

All  home  health  agencies  must  meet  state  and  local  licensing 
requirements.     Those  agencies  that  wish  to  become  Medicare 
certified  must  also  meet  the  Medicare  conditions  of 
participation.     Licensing  requirements  and  conditions  of 
participation  are  the  root  of  quality  assurance  in  the  home 
health  industry.    Although  some  agencies  have  taken  it  upon 
themselves  to  pursue  more  sophisticated  quality  assurance 
programs,  Medicare  conditions  of  participation  provided  the 
industry  with  a  quality  assurance  foundation. 

Medicare  conditions  of  participation  impose  standards  with 
respect  to  structure  and  process,  but  very  little  with  respect  to 
outcome.     This  reflects  the  fact  that  outcome-based  determinants 
of  quality  are  more  difficult  to  quantify  and  confounding  factors 
are  more  difficult  to  control  for  in  the  home  than  in 
institutional  settings  (Hughes,  1987).     Compliance  with  Medicare 
standards  is  monitored  through  annual  surveys  conducted  by  state 
public  health  departments. 

With  regard  to  agency  structure,  basic  conditions  of 
participation  require  that  the  organization  must  have  delineated 
internal  supervisory  and  administrative  authority,  maintain  its 
own  records,  and  be  able  to  provide  part-time  skilled  nursing 
care  and  at  least  one  other  service.     A  supervising  physician  or 
RN  must  be  available  at  all  times.    Medicare  also  sets  standards 
requiring  written  by-laws,  policy  and  procedure  manuals,  job 
descriptions  and  contracts,  and  plans  of  supervision  and 
orientation.     All  of  these  articles  are  examined  during  the 
agency  survey. 
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Providers  are  required  to  design  a  written  plan  of  care  at 
the  onset  of  treatment,  update  that  plan  periodically,  and 
document  all  visits,     state  surveyors  review  clinical  records  and 
patient  care  conference  notes  as  part  of  their  process 
evaluation.     In  addition,  surveyors  may  accompany  staff  on  a 
limited  number  of  visits.    Approximately  3  0  percent  of  all  agency 
surveys  involve  visits. 

Medicare  conditions  of  participation  also  oblige  all 
certified  agencies  to  devise  a  written  self -evaluation  plan, 
which  is  updated  each  year.    Agencies  are  encouraged  to  seek 
consumer  involvement  in  this  evaluation  process.    This  may 
involve  the  inclusion  of  a  consumer  on  the  agency's  quality 
assessment  board  or  the  dissemination  of  a  survey  to  recently 
discharged  patients.     Surveyors  scrutinize  this  plan  and  make 
determinations  regarding  the  agency's  commitment  to  self- 
improvement  . 

OBRA-87  added  several  more  quality  assurance  provisions  to 
the  Medicare  home  health  agency  conditions  of  participation.  For 
the  most  part,  effective  dates  for  these  programs  have  yet  to  be 
reached.     Some,  however,  will  be  in-effect  by  the  time  the  CNO 
demonstration  begins. 

OBRA-87  insures  that  home  health  agencies  provide  patients 
with  a  written  bill  of  rights.    Agencies  must  also  establish 
formal  grievance  procedures  and  the  surveying  agency  within  each 
state  must  develop  a  home  care  information  hotline.    This  hotline 
unit  is  intended  to  provide  consumers  with  information  on  the 
quality  of  area  home  health  agencies  based  on  historical  survey 
findings  and  to  house  an  investigative  unit  that  could  respond 
directly  to  consumer  complaints.     In  addition,  standards  assuring 
that  patient  records  remain  confidential,  that  plans  of  care 
always  be  included  in  the  clinical  record,  and  that  patients 
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fully  understand  all  aspects  of  their  care  plan  were  formalized 
for  the  first  time  in  OBRA-87. 

With  the  passage  of  OBRA-87,  Congress  nationalized  a 
standard  incorporated  by  several  states  under  their  expanded 
conditions  of  participation.    As  of  January  1,  1990,  all  home 
health  aides  working  at  certified  home  health  agencies  must  be 
licensed.     Licensing  requirements  will  be  related  to  formal  home 
health  aide  training.    All  aides  whose  educational  background  is 
insufficient  to  meet  the  new  standards  will  be  required  to 
complete  a  federally-sanctioned  training  program. 

Along  with  the  modifications  to  the  standards  themselves, 
Congress  also  mandated  enforcement  upgrades,     state  departments 
of  public  health  are  required  to  redouble  their  efforts,  with 
documentation,  to  ensure  that  enforcement  surveys  are 
unannounced.    Although  there  were  few  specifics  in  the  OBRA 
language,  Congress  also  demonstrated  their  intent  to  include  more 
outcome  measures  in  the  survey  process.    Surveyors  are  now 
required  to  conduct  a  case-mix  stratified  sample  of  home  visits 
to  evaluate  the  extent  to  which  the  home  health  services 
maintaired  the  patients  functional  capacity.     In  addition,  they 
are  further  charged  with  assessing  quality  through  some  array  of 
indicators  of  medical,  nursing  and  rehabilitative  care.  The 
Secretary  is  to  have  released  a  new  model  survey  protocol  in 
January  of  1989. 

Comparison  of  Home  Health  Agency  and  CNO  Eligibility 
Criteria  and  Standards 

Aspects  of  the  CNO  eligibility  criteria  and  standards  as 
written  in  OBRA  1987  are  similar  to  those  for  home  health 
agencies  as  dictated  by  their  conditions  of  participation.  The 
most  notable  differences  are  the  absence  of  the  physician  as  a 
potential  supervisor  and  the  addition  of  standards  related  to  the 


-29- 


capitated  payment  mechanism  (e.g.,  open  enrollment  period 
requirements  and  assurances  against  cream-skimming)  for  CNOs. 

Although  actual  measures  and  enforcement  mechanisms  are  not 
defined,  Congress  insisted  that  CNOs  provide  ongoing  outcome- 
based  quality  assurance.      This  is  in  keeping  with  recent 
developments  in  home  health  agency  standards.    CNO  eligibility 
and  quality  standards  do  not  appear  to  preclude  the  participation 
of  those  home  health  agencies  who  have  been  actively  developing 
their  quality  assurance  systems. 

2.3.5  Marketing 

Home  Health  Agency  Marketing  Methods 

Home  health  agencies  market  to  diverse  target  audiences. 
The  primary  target  audience  is  composed  of  service  recipients. 
Direct  marketing  through  the  media  is  often  mentioned  in  the 
literature  as  a  major  promotional  activity.     Indirect  marketing 
activities  typically  involve  agency  participation  in  community 
service  programs,  e.g.,  health  screening  programs  and  health 
education  presentations.   (Freitag,  1987). 

Although  the  patient  is  one  target  audience,  the  patient  is 
often  not  the  only  actor  in  the  decision  to  seek  home  care.  The 
primary  source  of  referral  is  the  patient's  physician.  This 
target  audience,  although  important,  is  difficult  to  reach.  Some 
do  not  have  the  time  to  become  fully  informed  about  the  services 
of  the  HHA  and  fear  decreased  office  visits  due  to  home  health 
agency  care.   (Baginski,  1985) . 


Two  additional  target  audiences  are  hospital  discharge 
planners  and  HMOs .    Both  HMOs  and  hospitals  share  a  common  goal 
in  attempting  to  discharge  hospitalized  patients  as  soon  possible 
to  maximize  reimbursement.    Any  process  which  aids  in 
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accomplishing  this  goal  is  important  to  both  types  of 
organizations.     Schlovitz  (1987)  suggest  that  the  home  health 
agency  offer  both  traditional  and  high-tech  nursing  services  to 
the  HMO  so  that  th  HMO  is  equipped  to  treat  a  broad  spectrum  of 
discharged  patients.    It  is  also  essential  that  the  home  health 
agency  have  the  capacity  to  deal  with  referrals  on  a  timely  basis 
and  alleviate  discharge  delays.     (Freitag,  1987;  Stewart,  1985). 

If  a  home  health  agency  has  well -developed  referral  sources 
providing  a  steady  flow  of  new  patients  year-round,  this  agency 
might  not  be  willing  to  participate  in  the  CNO  demonstration 
unless  provisions  are  made  allowing  Medicare  patients  referred 
after  the  close  of  CNO  enrollment  to  receive  service  under  the 
traditional  cost-based  mechanism.     (This  assumes  that  CNOs  will 
avoid  continuous  open  enrollment  out  of  fear  of  adverse 
selection) . 

2.4     SOCIAL  HEALTH  MAINTENANCE  ORGANIZATIONS  (S/HMOs) 

'  2.4.1  Background 

Section  2355  of  the  Deficit  Reduction  Act  of  1984  called  for 
the  establishment  of  four  Social  Health  Maintenance  Organization 
demonstration  sites  over  a  42-month  period.    These  demonstrations 
were  to  test  the  feasibility  of  integrating  under  a  central  case 
management  and  single  delivery  system  an  entire  continuum  of  both 
acute  and  long-term  care  services    for  a  representative  elderly 
population.     The  CNOs  were  to  be  paid  under  a  capitated  HMO-type 
financing  arrangement  .     Funding  for  the  capitated  payment  to 
cover  the  costs  of  services  was  to  be  shared  by  the  Medicare  and 
Medicaid  (for  Medicaid  recipients)  programs  and  by  out-of-pocket 
premiums  from  enrollees.    HCFA  and  the  States  affected  agreed  to 
share  the  financial  risk  for  the  first  two  and  one-half  years  of 
the  demonstration,  after  which  the  sites  were  to  assume  full  risk 
like  TEFRA  HMOs.     The  four  demonstrations,  which  received  an 
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additional  four  years  of  operating  authorization  in  the  Omnibus 
Budget  Reconciliation  Act  of  1987,  are:    Medicare  Plus  II, 
operated  by  Kaiser-Permanante,  Northwest  Region,  in  Portland, 
Oregon;  ElderPlan,  sponsored  by  the  Metropolitan  Jewish  Geriatric 
Center  in  Brooklyn,  New  York;    Senior  Plus,  operated  by  the 
Ebenezer  Society-Group  Health  Plan  in  Minneapolis;  and  SCAN 
Health  Plan,  sponsored  by  the  Senior  Care  Action  Network  in  Long 
Beach,  California.     Seniors  Plus  began  operating  in  January  1, 
1985  and  the  other  three  became  operational  on  March  1,  1985. 
Enrol lees  are  elderly  persons  who  join  voluntarily  as  a  result  of 
S/HMO  marketing  efforts. 

Because  the  four  S/HMOs  are  still  (in  1989)  operating  as 
demonstrations,  none,  presumably,  will  be  eligible  to  apply  for 
CNO  status.     Nonetheless,  they  do  provide  the  diffuse  long-term 
care  in-home  services  that  CNOs  seem  likely  to  provide;  and  they 
have  faced  many  of  the  same  challenges,  e.g.,  potential  adverse 
selection,  marketing  in  competition  with  TEFRA  HMOs  which  CNOs 
appear  likely  to  face.    Thus,  a  close  look  at  CNOs  should  be 
instructive. 

2.4.2  Services 

Services  Offered  bv  S/HMOs 

In  order  to  test  the  feasibility  of  integrating  a  full 
spectrum  of  acute    and  chronic  care  services  under  a  managed  care 
system,  certain  coverage  restrictions  under  Titles  XVIII  and  XIX 
of  the  Social  Security  Act  were  waived.    The  S/HMOs  offer  a  full 
range  of  acute  inpatient,  ambulatory,  extended  care, 
rehabilitation,  home  health  and  personal  care  services.  In 
addition,  at  least  some  of  the  sites  provide  transportation 
services  to  and  from  medical  appointments  as  needed  and  other 
services  which  the  S/HMO  determines  can  deter  an  inpatient  stay 
in  a  hospital  or  nursing  home.    In  order  to  be  competitive  with 


HMOs  and  group  insurance  plans,  S/HMOs  may  offer  the  following 
coverages:     dental,  diagnostic  testing,  outpatient  pharmacy, 
physical  exams,  eyeglasses  and  hearing  aids,  and  durable  medical 
equipment. 

The  unique  feature  of  the  S/HMOs  is  the  offering  of  "chronic 
care"  or  "long-term  care"  services.    These  services  are  defined 
by  their  use  for  chronic  conditions  rather  than  by  the  nature  of 
the  services  themselves.    Skilled  nursing  facility  care  or  home 
skilled  nursing  and  home  health  aide  services,  for  example,  can 
be  used  either  as  a  sub-acute  or  rehabilitation  benefit  (as  they 
are  currently  under  Medicare)  or  as  a  long-term  care  benefit  for 
someone  with  steadily  declining  competencies  in  activities  of 
daily  living  (ADLs) .    The  chronic  care  service  delivered  under 
S/HMOs  typically  are  case  management,  skilled  and  intermediate 
nursing  facility  care,  home  health  care,  homemaker  service, 
residential  care,  day  care  and  transportation. 

The  annual  maximum  chronic  care  benefit  among  the  four 
S/HMOs  ranges  from  $6500  to  $12,000.     Co-insurance  rates  for 
chronic  care  services  vary  from  10-20  percent.    All  four  sites 
have  written  guidelines  stipulating  that  chronic  care  services 
are  authorized  only  after  all  available  help  from  informal 
caregivers  has  been  explored  (HCFA,  1988) 

Comparison  of  S/HMO  and  CNO  Services 

The  required  Part  B  services  to  be  provided  by  CNOs  as 
listed  in  Section  2.1.1,  the  discussion  of  TEFRA  HMO  services, 
are  very  similar  to  those  provided  by  the  S/HMOs.  Possible 
exceptions,  to  be  determined  for  CNOs  by  the  Secretary,  are 
respite  care  services,  case  management  and  transportation  (OBRA, 
1987) .     The  most  notable  difference,  of  course,  is  that  S/HMOs 
provide  all,  and  are  at  risk  for  all,  Part  A  services  (including 
skilled  nursing  facility  care)  as  well.     Consequently,  S/HMOs 
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have  built-in  incentives  for  providing  the  least  costly  service 
where  substitutability  is  possible.     Because  CNOs  will  cover  only 
certain  Part  B  services,  it  appears  that  they  will  have  a  built- 
in  incentive  to  shift  service  responsibility  to  other  payers. 
This  is  the  reason  for  the  clause  in  the  legislation  guarding 
against  this  behavior.    However,  it  is  unclear  whether  this 
"assurance"  will  be  adequate,  given  the  strong  fiscal  pressures 
that  CNOs  are  likely  to  face. 

2.4.3    Methods  of  Payment 

S/HMO  Payment  Method 

In  principle,  S/HMOs,  like  TEFRA  HMOs,  are  reimbursed  for 
what  it  would  cost  to  purchase  regular  Medicare-covered  services 
in  a  fee-for-service  environment.     In  payment  calculations,  a 
variation  of  the  AAPCC  used  for  TEFRA  HMOs  is  employed  for  the 
Medicare  share  of  the  capitated  payment.    The  modified  rate  is 
set  at  100%  for  the  AAPCC  rather  than  at  95%  as  is  the  case  for 
TEFRA  HMOs.    Some  of  the  affected  State  Medicaid  agencies  are 
using  this  same  approach  while  others  are  relying  on  an  adjusted 
community  rate  approach  to  set  their  portion  of  the  capitated 
payment;  the  Medicaid  rate  has  to  be  approved  by  the  Secretary, 
however.     (Newcomer  and  Harrington,  n.d.)     A  rate  set  at  100 
percent  of  the  AAPCC  was  deemed  necessary  in  order  to  limit 
enrollee  monthly  premiums  to  $25-40  and  co-insurance  to  10-20 
percent  and  to  encourage  provider  participation  (given  the 
potential  for  adverse  selection) ,  as  well  as  to  meet  actuarial 
assumptions.   (HCFA,  1988) . 

The  modified  AAPCC  payment  amount  is  shaped  by  one  other 
factor.     S/HMOs  receive  an  extra  amount  for  enrollees  certified 
at  risk  for  institutionalization.    The  number  of  enrollees  for 
which  the  extra  payment  is  made  cannot  exceed  10  percent.  HCFA 
limited  the  proportion  of  enrollees  categorized  as  Nursing  Home 
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Certified  (NHC)  at  entry  to  5  percent  (Harrington  et  al,  1987; 
Greenberg  et  al.,  1987).    s/HMOs    make  use  of  their  State's 
nursing  home  pre-admission  screening  form  to  estimate  eligibility 
for  the  special  rate.   (HCFA,  1988) 

In  practice,  designers  of  th  S/HMO  expected  them  to  deliver 
the  prescribed  services  for  less  than  the  fee-for-service 
equivalent,  owing  to  efficiencies  of  a  HMO-like,  managed  care 
delivery  system.    Any  savings  realized  were  to  be  returned  to 
S/HMO  enrol lees  or  to  the  third-party  payers  in  the  form  of 
additional  services  or  lower  costs,  respectively. 

For  the  first  30  months  of  operation,  risk  was  shared  by 
Medicare  and  Medicaid.    That  is,  S/HMO  losses  were  capped  at 
certain  amounts  and  the  third-  party  payers  absorbed  any  net 
costs  beyond  those  thresholds.    HCFA  and  State  Medicaid  agencies 
shared  risk  with  three  of  the  sites  for  both  acute  care  and 
chronic  care  benefits;  the  Kaiser  Permanente  demonstration 
assumed  full  risk  for  all  acute  benefits  from  the  beginning. 
Presently,  all  four  sites  are  at  full  risk  for  all  benefits 
(HCFA,  1988). 

The  S/HMOs  pay  providers  with  whom  they  contract  for 
specific  services  to  their  enrollees  in  a  variety  of  ways.  They 
pay  for  most  services  on  a  cost  basis  but  also  use  capitation, 
negotiated  flat  fees  and  fee  schedules.    The  provider 
arrangements  under  the  two  S/HMOs  without  prior  capitation 
experience  tend  to  be  more  complex  than  those  under  the  HMO 
sponsored  sites  (HCFA,  1988) . 

Comparison  of  S/HMO  and  CNO  Payment  Methods 

Much  of  the  earlier  discussion  under  payment  methods  to 
TEFRA  HMOs  applies  to  S/HMOs  as  well.     However,  there  are  some 
unique  and  complicating  features  of  the  way  in  which  S/HMOs  are 
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paid.     First  of  all,  there  are  more  payment  sources:  Medicaid  and 
enrollee  premiums  as  well  as  Medicare.     Secondly,  S/HMOs  are  paid 
an  extra  amount  for  enrollees  at  risk  for  nursing  home  care. 
Third,  third-party  payers  shared  the  risk  for  enrollee  benefits 
during  the  first  3  0  months  of  the  demonstrations. 

These  features  also  may  apply  appropriately  to  CNOs.  In 
light  of  the  assumption  that  CNOs  are  likely  to  provide  a  package 
of  long-term  care  services  similar  to  those  provided  by  S/HMOs 
(and  thus  attract  a  substantial  enrollee  population  of  moderately 
to  severely  dependent  individuals) ,  perhaps  the  capitated 
reimbursement  to  CNOs  also  should  allow  extra  payment  for  persons 
at  risk  for  nursing  home  admission  (and  thus  who  require  more 
intensive  chronic  care  services) .    Also,  given  the  greater 
uncertainty  surrounding  the  estimate  of  service  use  for 
chronically  ill  individuals,  even  given  the  experience  gained 
from  S/HMOs,  consideration  should  be  given  to  whether  Medicare 
(and  Medicaid)  should  share  that  risk.  Given  the  high  deficits 
experienced  over  the  first  three  years  of  operation,  it  is 
questionable  whether  or  not  three  of  the  four  S/HMOs  would  have 
survived  without  shared  risk.  One  of  the  three  was  sponsored  by  a 
successful  HMO  (Minneapolis)  on  which  the  S/HMO  relied  heavily 
for  sharing  administrative  costs  (Greenberg  et  al.,  1987).  This 
arrangement  may  have  allowed  this  S/HMO  to  continue  longer. 
However,  even  the  other  highly  experienced  HMO  (Kaiser 
Permanente)  which  assumed  full  risk  for  acute  care  services, 
still  perceived  the  need  at  the  outset  to  share  risk  for  the 
chronic  care  benefit.    Thus,  even  if  only  sponsors  with  extensive 
HMO  experience  are  invited  to  participate  as  CNOs,  they  still  may 
demand  risk-sharing  in  order  to  participate — especially  when  the 
demonstration  is  scheduled  to  run  for  only  three  years. 
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2.4.4    Eligibility  Criteria  and  Standards 


Eligibility/standards  for  S/HMOs 

The  eligibility  criteria  and  standards  applied  to  S/HMOs 
were  unique  in  the  fact  that  the  identities  of  the  four 
demonstration  sites  were  stipulated  in  the  legislation.  However, 
they  resemble  closely  the  eligibility  criteria  and  standards 
applied  to  the  Medicare  HMO  demonstrations  and,  later,  to  TEFRA 
HMOs. 

The  S/HMO  demonstration  sites  were  required  to  form  a 
quality  assurance  committee  in  order  to  develop  a  quality 
assurance  program.    The  S/HMO  quality  assurance  for  the 
demonstration  uses  structure  and  process  oriented  measures. 
Structural  requirements  of  S/HMOs  involve  the  proper  liscensing 
and  credentialing  of  health  care  providers.    A  complete  quality 
assurance  mechanism  includes  the  requirement  of  the  proper 
enrollee  grievance  procedure  mechanisms.    Other  quality  assurance 
requirements  include  auditing  of  medical  records,  peer  review  and 
utilization  reviews 

Comparison  of  S/HMO  and  CNO  Eligibility  Criteria  and 
Standards 

The  eligibility  criteria  and  standards  to  be  applied  to  CNOs 
are  laid  out  in  considerable  detail  in  the  legislation.  The 
major  criteria  are  listed  in  the  section  on  TEFRA  HMOs/CMPs. 
Given  the  S/HMO  experience  to  date,  however,  further  eligibility 
criteria  might  include  a  minimum  number  of  years  of  experience  as 
a  functioning  HMO,  and  a  minimum  target  population  size  in  the 
CNO  market  area.     CNO  regulations  regarding  quality  assurance 
state  that  CNOs  must  develop  outcome-based  measures.     At  least 
some  of  the  review  processes  of  the  S/HMO  may  be  utilized  to 
screen  for  outcome  based  indicators. 


-37- 


2.4.5  Marketing 


Marketing  for  S/HMOs 

Marketing  is  a  critical  component  of  establishing  and 
operating  an  entity  such  as  a  S/HMO,  as  all  members  enroll 
voluntarily.    Each  of  the  sites  laid  out  target  market  areas  with 
populations  of  80,000-108,000  Medicare  beneficiaries  and  6-16 
percent  elderly  Medicaid  recipients.     Two  of  the  sites  later 
added  another  100,000  to  their  target  populations,  although  they 
did  not  expand  their  provider  networks  accordingly.    The  initial 
target  enrollment  for  each  of  the  sites  was  4,000  (Harrington,  et 
al.,  Chapter  4,  1987;  HCFA,  1988). 

Unexpectedly  high  marketing  costs  have  posed  the  single 
greatest  challenge  to  the  viability  of  three  of  the  four  S/HMOs. 
(Greenberg  et  al.,  1988).     During  the  first  two  years  of 
operation,  the  HMO-sponsored  S/HMO  in  Minneapolis  spent  20% 
instead  of  a  projected  2  percent  of  its  budget  on  marketing,  or 
$470  per  enrollee.    The  two  plans  without  prior  HMO  experience 
Elderplan  and  SCAN,  spent  $640  and  $439,  respectively,  per 
enrollee.     In  sharp  contrast,  Kaiser  Permanente  (KP)  spent  only 
$32  per  enrollee  (HCFA,  1988). 

Only  the  KP  site  reached  its  enrollment  target  at  the  18- 
month  point  in  the  demonstrations.     None  of  the  other  three  had 
reached  4,000  at  the  end  of  the  first  three  years  of  the  program; 
and,  in  fact,  these  three  have  since  lowered  their  enrollment 
targets.    None  of  the  four  sites  came  even  close  to  their 
Medicaid  enrollment  targets  (Greenberg  et  al.,  1988;  HCFA,  1988). 

Several  explanations  directly  related  to  marketing  have  been 
offered  for  the  disappointing  enrollment  curves.  One  is  that  the 
market  populations  and  accompanying  service  areas  were  too  small. 
This  meant  that  broadly  focused  media  approaches  were  not 
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feasible  and  that  the  limited  service  areas  made  the  S/HMOs 
unattractive  for  employers  to  include  in  their  retiree  benefit 
plans.     (HCFA,  1988).    Another  reason  may  be  that  the  delay 
between  the  time  the  sites  began  marketing  in  1983  and  the  time 
at  which  the  sites  finally  received  governmental  approval  for 
start-up  in  January,  1985  was  too  long.    This  lag  apparently  made 
the  marketing  ineffective;  or  the  lag  in  S/HMO  availability 
lessened  their  credibility  as  viable  service  organizations. 
(HCFA,  1988) .     The  S/HMOs  also  had  to  reveal  in  their 
advertisements  that  they  were  government-sponsored 
demonstrations,  thus,  undoubtedly,  conveying  a  sense  of 
impermanence  in  the  minds  of  some  prospective  enrollees. 

The  dramatically  lower  marketing  costs  and  enrollment 
success  of  Kaiser  Permanente,  which  shared  the  above  experiences 
with  the  other  three  sites,  suggest  that  these  experiences  are 
not  a  complete  explanation  for  the  disappointing  enrollment 
levels  at  the  other  sites.    The  widely  divergent  experiences  of 
the  Portland  and  Minneapolis  S/HMOs,  both  sponsored  by  HMOs  with 
name  recognition,  also  suggest  that  whether  sites  had  previous 
HMO  experience  does  not  provide  the  complete  answer,  either. 

It  is  true  that  the  marketing  task  for  those  without  prior 
HMO  operation  (Brooklyn  and  Long  Beach)  clearly  differed  from 
that  for  the  Portland  and  Minneapolis  S/HMOs.     Both  of  the  new 
organizations,  without  name  recognition  as  HMOs,  had  to  convince 
prospective  enrollees  that  they  were  stable,  solvent  service 
delivery  entities.    These  two  sites  did  experience  much  higher 
disenrollment  rates  than  the  other  two  S/HMOs  (Harrington  et  al., 
Chapter  4 ,  1987) . 

Kaiser  Permanente  had  a  clear  advantage  over  Senior  Plus  in 
Minneapolis  in  that  the  numbers  of  HMOs  and  HMO  enrollees  were 
rather  small  in  Portland.     Kaiser  Permanente  did  not  have  many 
competitors.    Minneapolis,  in  contrast,  is  arguably  the  most 
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mature  HMO  market  in  the  country,  with  no  one  competitor  enjoying 
the  dominance  that  KP  exerts  in  Portland.    Moreover,  in  a  highly 
competitive  marketplace,  HMOs  are  forced  to  offer  extended 
services  beyond  those  covered  by  Medicare,  making  it  more 
difficult  to  differentiate  the  S/HMO  product. 

However,  unlike  Minneapolis,  Kaiser  Permanente  in  Portland 
designed  its  marketing  strategy  so  that  the  S/HMO  would  not 
compete  with  its  other  products,  specifically  its  TEFRA  HMO. 
Kaiser  Permanente  waited  until  it  had  reached  the  goal  of  4000 
S/HMO  enrollees  before  marketing  the  TEFRA  plan.     In  Minneapolis, 
Seniors  Plus  had  a  difficult  time  distinguishing  its  S/HMO 
product  from  its  TEFRA  HMO  product  (HCFA,  1988).  Thus, 
simultaneous  marketing  of  a  TEFRA  HMO  and  a  S/HMO  (or  similar 
plan)  would  seem  to  put  the  S/HMO  plan  at  a  decided  disadvantage, 
even  if  the  S/HMO  offers  unique  chronic  care  services.  Perhaps 
this  is  the  case  because  S/HMO  members  enroll  more  for  the 
Medicare  extended  benefits  such  as  prescription  drug  coverage, 
which  many  TEFRAs  also  cover,  than  they  do  for  the  chronic  care 
benefit  (HCFA,  1988).     It  may  be  important  also  for  an  entity 
with  multiple  products  to  adopt  very  different  marketing 
strategies.    The  S/HMO  interim  evaluation  concluded  that  the 
sources  of  information  having  the  greatest  influence  on  Medicare 
beneficiaries'  choice  of  the  S/HMO  were  consistently  different 
than  the  information  sources  of  greatest  influence  in  the  choice 
Of  a  TEFRA   (HCFA,  1988). 

Finally,  three  other  factors  related  to  marketing  have  been 
identified  as  roadblocks  to  the  successful  recruitment  of  S/HMO 
enrollees,  in  general.    One  is  the  misconception  among  Medicare 
beneficiaries  that  Medicare  already  covers  chronic  care  services. 
Correcting  this  misconception  has  not  been  an  easy  task 
(Greenberg,  et  al.,  1988).     A  second  factor  is  that  none  of  the 
S/HMOs  advertised  the  fact  that  they  employed  queuing  to  ensure 
that  they  were  not  overwhelmed  with  a  disproportionate  number  of 
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moderately  to  severely  disabled  enrollees  who  would  require 
extensive  services  (Greenberg,  et  al.f  1987).    As  a  consequence, 
many  prospective  enrollees  probably  assumed  that  they  could 
enroll  at  any  time  regardless  of  their  functional  status.  Thus, 
many  may  have  decided  to  postpone  enrolling  until  they  needed  the 
chronic  care  benefit.     Coverage  of  this  benefit  did  require  the 
S/HMOs  to  charge  a  premium. 

In  point  of  fact,  HCFA  allowed  all  four  S/HMOs  to  queue; 
and,  except  for  Kaiser  Permanente,  all  did.    Using  protocols  to 
differentiate  three  levels  of  functional  status  and  personal  care 
service  need,  the  S/HMOs  place  all  new  severely  or  moderately 
impaired  applicants  on  waiting  lists  whenever  the  proportion  of 
such  enrollees  exceeds  their  estimates  of  the  prevalence  of  these 
statuses  in  the  general  community.    These  applicants  remain  on 
the  waiting  list  until  such  time  as  enough  unimpaired  persons 
enroll  to  bring  the  proportion  in  line  with  the  estimated 
community  ratio.    The  target  proportions  for  new  members  have 
varied  across  the  sites:     4-5  percent  for  severely  impaired,  and 
10-17  percent  for  moderately  impaired  applicants.   (HCFA,  1988). 

A  possible  third  factor  is  that  the  enrollment  time  tables 
were  unrealistic  to  begin  with  and  reflected  overly  optimistic 
projections  of  consumer  interest  in  the  S/HMO  product. 
Apparently,  the  indices  used  in  the  marketing  surveys  were  too 
general  to  capture  critical  distinctions  in  consumer  attitudes 
and  perceptions  (HCFA,  1988) . 

Comparison  of  S/HMO  and  CNO  Marketing 


Like  S/HMOs,  CNOs  may  well  be  offering  chronic  care 
services.    Unlike  S/HMOs,  CNOs  will  not  be  managing  most  acute 
care  services.    Offering  of  the  chronic  care  benefit  does  not 
appear  to  have  been  particularly  enticing  to  the  S/HMO  target 


-41- 


market.     S/HMOs  soon  found  their  initial  market  population  of 
80,000-108,000  too  small  to  generate  adequate  enrollment.  CNOs 
may  need  a  larger  market  population,  as  well.     In  fact,  a 
relatively  large  population  base  from  which  to  identify  a 
subpopulation  market  may  well  be  necessary,  and  perhaps  should  be 
included  as  an  eligibility  criterion. 

Enrollment  of  Medicaid  recipients  in  the  S/HMOs  was 
drastically  lower  than  projected.    Thus,  for  CNOs,  the  market 
population  size  may  have  to  be  even  larger  still  if  the  CNOs  are 
to  enroll  sizable  Medicaid  enrollee  populations.     If  it  is 
decided  that  Medicaid  recipients  are  to  be  a  target  population 
for  the  intervention,  the  size  of  the  potential  Medicaid  target 
population  may  need  to  be  the  principal  driving  force  in  setting 
market  size  requirements. 

Again,  given  potentially  close  similarities  to  S/HMOs  in 
service  offerings  and  target  populations,  CNOs  should  consider 
carefully  their  marketing  approaches.     Evaluation  of  the  S/HMOs 
suggests  that  the  successful  marketing  mechanisms  there  differed 
from  those  which  worked  for  TEFRA  HMOs  (HCFA,  1988) . 

In  light  of  the  S/HMOs'  overly  optimistic  enrollment 
projections  relative  to  actual  take-up  rates,  a  rigorous 
marketing  analysis  perhaps  should  be  one  of  the  eligibility 
criteria  for  CNOs.    This  market  analysis  should  take  into  account 
the  fact  that  the  CNOs  must  be  advertised  as  demonstrations. 

Because,  like  S/HMOs,  CNOs  too  will  be  demonstrations 
subject  to  careful  scrutiny  by  the  government  prior  to  being 
given  start-up  authorization,  sites  must  give  careful  thought  to 
the  timing  of  the  initial  marketing  effort.    The  very  lengthy  lag 
in  receiving  government  go-ahead  experienced  by  S/HMOs  is 
unlikely  to  be  repeated  because  the  CNO  demonstrations  already 
have  been  mandated  and  given  a  specific  time  line  for  operation 
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by  Congress.    Nonetheless,  other  potential  causes  for  delay  in 
start-up  must  be  taken  into  account  so  that  the  advertised 
services  are  actually  available  when  the  advertisements  say  they 
will  be.     Otherwise,  credibility  may  be  lost. 

The  S/HMO  sponsors  recognized  clearly  the  marketing  dilemma 
they  faced:     if  they  trumpeted  the  chronic  care  benefit  they 
risked  severe  adverse  selection;  but  if  they  downplayed  long-term 
care  coverage,  they  could  not  distinguish  themselves  from  TEFRA 
HMOs.    Their  solution  was  to  advertise  heavily  the  chronic  care 
benefit  (thereby  clearly  differentiating  themselves  from  TEFRA 
HMOs)  and  to  queue  moderately  and  severely  disabled  applicants 
(thereby  protecting  themselves  against  adverse  selection) ,  but 
not  to  advertise  the  queuing.    This  solution,  however,  probably 
aggravated  the  enrollment  lag  problem.     Prospective  enrollees 
assumed  that  they  could  enroll  immediately  at  any  future  point 
regardless  of  their  functional  health  status.     Consequently,  many 
may  have  decided  to  delay  joining  until  they  needed  the  chronic 
care  -benefit. 

CNOs  clearly  will  face  this  same  dilemma  if  the  Secretary 
determines  that  they  will  ofer  chronic  services.    Thus,  they  must 
give  careful  thought  to  how  best  to  handle  it.     CNO  applicants, 
undoubtedly,  should  be  required  to  make  explicit  the  manner  in 
which  they  will  address  this  issue. 

2.5     OTHER  MODELS 

2.5.1  Background 

This  section  discusses  other  models  which  are  not  as 
developed,  widely  diffused  or  obviously  related  to  CNOs  as  are 
TERFA  HMOs,  home  health  agencies  and  SHMOs.     These  other  models 
include  nursing  practice  arrangements,  Preferred  Provider 
Organizations  (PPOs)  and  Rural  Health  Clinics.    Although  PPOs 
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have  been  growing,  federally  qualified  PPOs  are  not  in  existence. 
HCFA  will  initiate  a  Medicare  demonstration  project  for  physician 
PPOs  at  the  beginning  of  this  year.    Nursing  practice 
arrangements  are  broadly  defined  by  the  American  Nurses 
Association  (ANA)    (LeBar  and  McKibbin,  1986) .    Many  of  these 
arrangements  are  conceptual  in  nature  because  the  lack  of  direct 
third-party  reimbursement  has  thwarted  the  development  of  more 
formalized  models.    Although  Medicare  PPOs  and  nursing  practice 
arrangements  and  rural  health  clinics  may  not  be  as  widely 
diffused,  certain  elements  of  their  structure  may  be  applicable 
to  the  CNO  model. 

2.5.2     Nursing  Practice  Arrangements 

Services 

Nursing  services  offered  by  nursing  practice  arrangements 
may  be  highly  specialized  or  comprehensive,  depending  on  the  site 
of  care.     Nurses,  for  example,  may  contract  their  service  to  an 
affiliated  hospital,    in  a  hospital  affiliated  practice,  nursing 
services  may  be  highly  specialized.     In  this  instance,  nursing 
services  are  considered  to  be  the  central  therapy  and  the  nurse 
is  responsible  for  arranging  other  non-nursing  services  when 
needed.     Nursing  services  may  also  be  contracted  by  an 
organization  other  than  the  hospital  such  as  a  nursing  home  or 
elderly  care  center.    Here  the  services  are  more  comprehensive 
and  may  include  not  only  direct  patient  care,  but  also  community 
screenings  and  counseling.    Nurses  may  also  market  their  services 
directly  to  clients.    These  independent  practioners  are  able  to 
make  appropriate  referrals  to  other  health  care  providers  or 
agencies. 

Another  type  of  arrangement  is  private  case  management. 
Nurses  practicing  under  this  arrangement  do  not  provide  care 
directly  to  patients  but  instead  offer  case  management  services 


to  the  affiliated  agency.     Case  management  services  include 
coordination  of  care  based  on  a  health  assessment  and  the 
monitoring  of  services  via  utilization  control  and  quality 
assurance.     Case  management  services  may  be  contracted  by  a 
number  of  agencies  such  as  HMOs  and  hospital  for  which  case 
management  services  might  be  a  mechanism  to  generate  cost 
savings. 

CQmparispn  pf  Services  for  Nursing  Practice  Arrangements  »nri 
CNOS 

The  two  services  offered  by  the  nursing  practice 
arrangements  are  direct  nursing  care  and  case  management 
services.    Nursing  care  will  be  covered  under  the  CNO 
arrangement.    However,  coverage  decisions  about  case  management 
are  up  to  the  discretion  of  the  Secretary.    It  is,  therefore, 
questionable  whether  CNO  would  be  reimbursed  for  providing  these 
services. 

Method  of  Payment 

Public  sector  reimbursement  for  nursing  services  is 
restricted  to  the  services  of  nurse  specialists.  Medicaid 
provides  reimbursement  to  nurse  specialists,  including  nurse 
midwifes,  and  psychiatric  nurse  clinicians.      Payment  for  those 
specialty  services  varies  by  state  under  Medicaid.  Reimbursement 
for  nurse  midwife  services,  for  example,  may  be  based  on  provider 
charges  or  a  fee  schedule.    The  reimbursement  may  be  the  same  or 
as  low  as  50  percent  of  the  physician  charges  (Unpublished  data, 
American  College  of  Nurse  Midwives) .    Medicare  directly 
reimburses  nurse  midwife  services.    According  to  section  5257  of 
the  Medicare  Carrier's  Manual,  reimbursement  is  based  on  the 
lower  of  the  actual  charge  or  the  established  fee  schedule.  The 
fee  schedule  is  based  on  65  percent  of  the  prevailing  charge 
(refers  to  the  aggregate  weighted  charges  for  physicians  in  a 
given  locality)  for  obstetricians  and  gynecologists. 


Reimbursement  for  case  management  and  all  other  nursing 
practice  arrangements  is  indirect.    The  parent  agency  has  the 
responsibility  for  determining  the  payment  for  nursing  services. 
These  payment  mechanisms  may  be  salaried,  capitated  or  rate 
determined.    They  may  be  measured  on  a  per  patient  or  per  episode 
basis. 

Comparison  of  Nursing  Practice  Arrangement  and  CNO  Payment 
Methods 

Medicare  reimbursement  for  nursing  services  is  limited  to 
nurse  midwife  services.    The  payment  arrangement  for  nurse 
midwives  is  a  charge  based  fee  schedule  which  is  much  different 
than  the  capitated  payment  mechanism  of  the  CNO.    Although  it  is 
possible  that  some  of  the  contracted  nursing  services  provided  to 
a  hospital  or  another  agency  are  capitated,  these  agencies  will 
have  to  abide  by  the  CNO  payment  methodology  set  forth  in  section 
4078.     Capitation  is  a  much  more  restrictive  form  of 
reimbursement  than  fee  schedules.    A  CNOs  financial  success  will 
be  primary  dependent  on  whether  the  organization  is  able  to 
reduce  the  volume  of  services  to  make  overall  charges  fall  below 
the  capitated  amount. 


Marketing 


The  ANA  models  do  not  specifically  mention  marketing 
strategies  for  services  provided  independently  or  by  contract 
(LeBar  and  McKibbin,  1986) .     The  marketing  activities  of 
contracted  nursing  activities  are  likely  to  be  a  shared 
responsibility  between  nurses  and  the  contracting  agency. 

The  development  of  marketing  strategies  for  nurses  in 
independent  practice  is  essential  because  they  cannot  rely  on  an 
alternative  source  of  marketing  support  as  can  nurses  in 
contracted  arrangements.     The  American  College  of  Nurse  Midwives 
(1986)  has  adopted  some  general  marketing  guidelines  for  their 
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nurses  in  independent  practice  to  follow.     These  guidelines 
include  first  surveying  the  target  market  to  develop  an 
understanding  of  the  special  needs  of  the  patient.  The 
recommended  advertising  strategies  include  contacting  potential 
clients  locally  by  open  houses,  lectures  or  by  the  media. 
Another  essential  guideline  of  their  marketing  strategy  includes 
an  evaluation  of  the  market  program's  effectiveness.  Although 
these  guidelines  are  general,  the  strategies  are  appropriate  for 
nurses  in  other  private  practice  arrangements  to  utilize. 

Comparison  of  Marketing  for  Nursing  Practice  Arrangement: 
and  CNOs 

The  CNOs  marketing  efforts  should  be  targeted  to  two  key 
audiences:     1)  the  general  public;  and  2)  other  agencies  which 
might  be  interested  in  contracting  their  services.     For  the 
general  public,  the  CNO  approach  to  marketing  may  be  similar  to 
the  activities  of  the  nurses  in  independent  practice 
arrangements.    The  CNO  marketing  activities  to  the  hospital  and 
HMOs. should  inform  these  agencies  of  the  CNOs  ability  to 
effectively  care  for  post  hospitalized  patients.    Both  HMOs  and 
hospitals  wish  to  encourage  services  both  amongst  themselves  and 
by  other  organizations  like  the  CNOs  which  are  able  to  decrease 
the  patient's  hospital  length  of  stay. 

2.5.3    Preferred  Provider  Organizations 

Services 

Services  of  provider  sponsored  conventional  PPOs  differ  by 
the  plan.     Some  plans  offer  a  combination  of  Part  A  and  Part  B 
benefits  while  others  offer  Part  B  benefits  only.     A  large 
percentage  of  plans  provide  additional  services  which  are  not 
typically  covered  by  commercial  insurance.     The  two  most  common 
services  are  well  baby  care  and  free  physical  exams  (Gabel  et 
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al.,  1986).     Many  PPOs  also  include  case  management  as  part  of 
their  overall  services. 

The  HCFA  Medicare  physician  demonstration  project  will 
primarily  include  physician  services  under  Part  B.    These  plans 
will  have  the  flexibility  of  deciding  to  expand  their  coverage  to 
all  other  Part  B  services  (Mathematica,  1988). 

Nursing  PPOs  also  are  coming  into  existence.    Some  nurse 
PPOs  offer  skilled  nursing  care  to  hospitals  on  a  discounted 
basis.    Others  contract  with  employer  groups.     Services  offered 
under  nursing-employer  PPO  arrangements  include:     a)  physicals 
and  health  assessment;  b)  screening  for  different  diseases  or 
illnesses;  c)  health  care  teaching;  and  d)  utilization  review 
(Collings,  1987).     Medicare  does  not  reimburse  for  these 
services. 

Comparison  of  PPO  and  CNO  Services 

There  is  some  overlap  of  services  provided  by  the  CNO  and 
PPOs.     PPOs  which  include  physician  Part  B  services  as  part  of 
their  total  service  package  offer  services  which  are  similar  to 
the  CNOs.     However  PPOs  offer  a  more  extensive  range  of  services 
than  the  CNOs.     PPOs  may  also  offer  physician  services  and 
Medicare  Part  A  services.    The  smaller  range  of  services  that  the 
CNO  offers,  may  limit  their  ability  to  effectively  market  their 
services  when  competing  with  PPOs.    Many  purchasers  of  health 
care  may  decide  to  obtain  plans  which  cover  gambit  of  services. 
The  purchasers  may  be  hesitant  to  buy  into  a  CNO  plan  because 
they  would  have  to  obtain  another  insurance  to  cover  additional 
Medicare  Part  B  services. 
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Method  of  Payment 


The  primary  method  of  payment  for  physician  services  by  a 
PPO  is  discounting.     Physician  payments  are  9  to  19  percent  below 
usual  fees.    Hospital  reimbursement  is  based  on  a  variety  of 
payment  methods  with  per  diem  rates  and  discounted  fee  for 
service  are  the  most  prevalent  (Gabel  et  al.,  1986).    Some  PPOs 
also  contract  with  physicians  for  case  management  services. 
These  physicians  generally  receive  a  capitated  payment  from  the 
PPO  (Lissovoy  et  al.,  1982). 

Comparison  of  Payment  for  PPOs  and  CKOs 

Both  PPOs  and  CNOs  attempt  to  compete  with  the  traditional 
fee  for  service  market  by  lowering  the  price  of  their  services. 
The  large  discounts  offered  by  the  PPOs  and  CNO  capitation  rate 
encourage  both  the  PPO  and  CNO  to  reduce  volume  of  services  in 
order  to  recognize  savings.    The  tendency  towards  utilization 
control  is  more  pronounced  for  the  CNOs,  because  they  receive  one 
payment  for  the  entire  bundle  of  services. 

Eligibility  and  Standards 

One  consideration  in  the  development  of  the  PPO 
demonstration  site  model  was  to  develop  quality  assurance 
standards.     PPOs  have  an  incentive  to  reduce  the  volume  of 
service  in  order  to  recognize  savings.     Although  some  reductions 
in  the  volume  may  be  beneficial,  there  exists  the  potential  to 
reduce  the  volume  of  services  so  much  that  there  may  be  a 
detrimental  effect  on  patient  quality  of  care. 

The  Medicare  PPOs  are  required  to  establish  a  quality 
assurance  committee  which  plans  the  quality  assurance  guidelines 
and  resolves  problems  when  necessary.     The  Medicare  PPOs  quality 
assurance  committee  must  monitor:     1)  the  availability  and 
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accessibility  of  services;  2)  continuity  of  care;  and  3)  provider 
credentials  and  medical  records.     Another  element  of  the  quality 
Medicare  PPO  quality  assurance  plan  involves  the  adoption  of  a 
mechanism  which  evaluates  the  grievances  of  enrolles 
(Mathemat'vca,  1988). 

Comparison  of  Eligibility  and  Standards  for  PPOs  and  CWOs 

The  incentive  to  underutilize  services  exists  for  both  CNOs 
and  PPOs.     For  both  models,  the  development  of  quality  assurance 
standards  are  essential.    At  a  very  basic  level,  CNO  like  PPOs 
should  have  a  quality  assurance  committee  to  monitor  the 
utilization  of  services.     CNO  quality  assurance  program  should 
also  include  a  grievance  procedure  mechanism. 

Marketing 

Two  elements  of  the  PPO  marketing  strategy  are  in  general: 
to  inform  the  public  of  1)  potential  cost  savings  (lowered 
deductible  and  coinsurance)  and  2)  the  additional  services  of  the 
PPO  plan.     These  two  elements  have  been  a  particularly  effective 
means  of  increasing  enrollment  for  the  PPO's.    The  other  primary 
means  by  which  PPO's  increase  their  enrollment  is  by  establishing 
contracts  with  large  employer  groups. 

There  are  a  number  of  marketing  issues  surrounding  the 
Medicare  PPO  demonstration  project.     Although  HCFA's  level  of 
marketing  participation  is  unknown,  it  will  most  likely  review 
and  approve  the  marketing  materials  and  strategies  of  the  plans 
to  ensure  their  enrollees  are  properly  informed  of  the  benefits 
and  provisions  of  the  PPO.    This  is  likely  to  include  written 
information  about  the  penalties  for  using  non-PPO  providers,  any 
lock-in  provisions  as  well  as  the  financial  responsibility  of  the 
beneficiary. 
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The  discussion  of  marketing  issues  of  the  PPO  demonstration 
sites  also  makes  mention  of  the  unique  needs  of  the  elderly 
population  which  increase  marketing  resources  (Mathmatica,  1988). 
The  PPOs  will  have  to  educate  marketing  personnel  about  the 
limitation  and  the  benefits  of  the  PPO  program.  Additional 
personnel  might  need  to  be  hired  to  ensure  that  potential 
enrollees  are  reached. 

Comparison  of  Marketing  for  ppos  and  cnqs 

The  general  elements  of  CNO  marketing  may  be  similar  to  the 
PPOs.    The  CNO  will  wish  to  inform  the  public  of  the  reduction  of 
cost  compared  to  traditional  plans  as  well  as  additional  benefits 
of  the  plan.     It  is  also  likely  that  HCFA  will  oversee  the 
marketing  strategies  of  the  CNO  to  ensure  that  the  public  is 
correctly  informed.    Marketing  to  the  Medicare  population  always 
involves  more  resources  than  marketing  to  the  non-elderly.  Both 
CNO,  as  well  as  PPO,  need  to  recognize  this.    CNOs  in  an  attempt 
to  boost  their  enrollment  of  the  elderly  might  choose  to  adopt 
the  PPO  strategy  of  marketing  to  large  employer  groups.  These 
employer  groups  may  offer  a  retiree  benefit  package  which  may  be 
more  expensive  than  when  such  services  are  provided  by  the  CNO. 

2.5.4     Rural  Health  Clinic  Home  Health  Services 

Under  public  law  95-210,  passed  in  1977,  federally 
designated  rural  health  clinics  located  in  areas  where  there  is  a 
shortage  of  home  health  agencies  can  provide  part-time  or 
intermittent  skilled  nursing  service  and  related  medical  supplies 
to  homebound  individuals  under  Medicare  and  Medicaid.  Medical 
equipment  and  services  of  home  health  aides  are  not  covered  under 
this  law.    Currently,  there  are  approximately  500  federally- 
qualified  rural  health  clinics.    About  10  percent  provide  home 
health  services  (S.  Rosenberg,  Rosenberg  Associates,  Personal 
Communication  on  January  31,  1989.) 
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Cpmparjson  of  Rural  Health  clinic  and  CNO  Hone  Health 


Under  the  provisions  of  the  Social  Security  Act  referenced 
in  OBRA-87,  rural  health  centers  are  not  authorized  to  provide 
the  full  spectrum  of  CNO  services.    However,  the  OBRA-87  language 
implies  that  rural  health  centers  should  nonetheless  be  allowed 
to  participate  in  the  CNO  demonstration.     It  is  unclear  whether 
Congressional  intent  was  to  design  a  separate  capitated  rate  for 
the  limited  scope  of  home  health  services  provided  by  rural 
health  centers  or  to  expand  the  scope  of  services  to  a  level 
comparable  to  urban  CNOs. 

In  addition,  rural  health  clinics  certified  to  operate  under 
PL  95-210  have  already  gained  a  certain  amount  of  autonomy  from 
physician  supervision.    Under  this  law,  these  rural  health 
clinics  are  allowed  to  receive  Medicare  and  Medicaid 
reimbursement  for  in-center  services  provided  by  nurse 
practitioners  and  physician  assistants  working  without  the  direct 
supervision  of  a  physician.    However,  when  nurses  from  the  clinic 
provide  home  care,  either  the  NP  or  PA  is  responsible  for 
certification  and  recertif ication. 

Method  of  Payment 

Medicare  pays  for  home  health  care  provided  by  registered  or 
licensed  nurses  working  for  rural  health  clinics  through  cost- 
based  reimbursement. 

Comparison  of  Payment  Methods  for  Rural  Health  clinics  and 
CNOs 

It  is  unclear  whether  rural  health  clinics  providing  home 
care  services  that  now  receive  cost-based  reimbursement  would  be 
interested  in  a  prospective  payment  system.    Their  interest  would 
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depend,  no  doubt,  on  the  manner  in  which  payment  rates  are 
adjusted  for  urban/ rural  cost  differences.     Given  that  rural 
health  clinics  operate  under  a  cost-reimbursement  scheme  and  in  a 
non-competitive  environment,  they  may  be  uninterested  in 
participating  under  a  capitated  arrangement. 

Eligibility  Criteria  and  Standards 

In  order  to  be  eligible  to  receive  Medicare  and  Medicaid 
reimbursement  for  the  home  care  services  provided  by  nurses 
employed  by  a  rural  health  clinic,  the  rural  health  clinic  must 
first  gain  certification  as  a  95-210  provider.    To  gain  general 
95-210  certification  the  center  must  be  located  in  a  Federally 
designated  medically  undeserved  area  or  health  manpower  shortage 
area  and  the  site  must  have  a  mid-level  practitioner  available  at 
least  60  percent  of  the  time  it  is  open.     In  order  to  be 
certified  to  provide  home  health  services,  there  must  also  be  a 
shortage  of  certified  home  health  agencies  in  the  area. 
According  to  at  least  one  expert  (S.  Rosenberg,  Rosenberg 
Associates,  personal  communication  on  January  31,  1989),  quality 
assurance  standards  for  home  health  standards  have  been  minimal. 

Comparison  of  Eligibility  and  Standards  for  Rural  Health 
Clinic  Home  Health  Services  and  CNQs 

Rural  health  clinics  become  eligible  to  provide  Medicare 
reimbursable  home  health  services  upon  meeting  relatively  few 
criteria  other  than  geography.    Once  certified  to  provide  home 
care,  it  appears  as  if  relatively  few  quality  assurance  standards 
are  enforced.    Eligibility  criteria  and  quality  assurance 
standards  as  cited  in  OBRA-87  for  CNOs,  on  the  other  hand,  are 
quite  detailed.    However,  because  rural  health  clinics  were 
specifically  cited  as  potential  CNO  sites  in  the  legislation, 
some  exceptions  might  be  made. 


-53- 


Marketing 

Rural  health  clinics  generally  exist  in  non-competitive 
markets.     They  tend  to  be  the  principal  providers  of  health  care 
in  their  diffuse  communities  and  most  all  residents  in  the  target 
area  are  patients  of  the  center.     Pomeranz  and  Rosenberg  (1986) 
reported  that  the  marketing  of  home  health  services  under  95-210 
"has  happened  with  great  ease." 

Comparison  of  Marketing  for  Rural  Health  Clinic  Hone  Health 
Services  and  CNOs 

The  rural  health  clinic  probably  would  have  little 
difficulty  enrolling  in  the  CNO  all  of  the  Medicare  beneficiaries 
in  the  community  who  currently  use  home  health  services. 
However,  because  the  rural  health  clinic  is  typically  the  sole 
provider  for  the  community,  it  would  be  difficult  for  them  to 
have  a  fixed  enrollment  period  if  it  excluded  any  beneficiary  not 
joining  during  the  open  period  from  receiving  Medicare- 
reimbursable  home  health  services.    Under  a  continous  open 
enrollment  period,  however,  those  beneficiaries  not  requiring 
home  services  could  delay  enrollment  until  they  needed  the 
services  and  those  enrolled  initially  could  disenroll  freely  when 
the  need  for  service  subsided. 
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SECTION  3:  SUMMARY 


The  Project  HOPE  Center  for  Health  Affairs  has  conducted  a 
review  of  the  literature  to  support  its  work  with  the  Health  Care 
Financing  Administration  in  designing  the  Congressionally- 
mandated  Community  Nursing  Organization  demonstration.  The 
review  encompasses  health  service  delivery  mechanisms  which 
appear  to  be  likely  applicants  for  CNO  demonstration  status  or 
which  have  similarities  to  CNOs  in  one  or  more  key  dimensions. 
These  delivery  models  include  TEFRA  HMOs  and  home  health 
agencies,  seemingly  the  most  likely  CNO  applicant  types,  as  well 
as  Social  Health  Maintenance  Organizations  (S/HMOs) ,  nursing 
practice  arrangements,  Preferred  Provider  Organizations  (PPOs) 
and  Rural  Health  Clinics.  Continuing  Care  Retirement  Communities 
are  not  included  as  they  bear  resemblance  to  HMOs  (which  are 
covered  extensively  in  this  review)  and  they  practice  highly 
selective  enrollment,  making  them,  presumably,  quite  different 
from  CNOs. 

The  discussion  of  each  model  focuses  on  four  key  dimensions: 
services,  payment  methods,  eligibility  criteria  and  standards, 
and  marketing.  First,  we  describe  dimension  under  each  model; 
then,  we  discuss  these  features  in  relation  to  those  that  appear 
most  likely  to  characterize  the  CNO.  This  latter  exercise  helps 
to  highlight  some  of  the  major  issues  that  need  to  be  considered 
in  designing  the  CNO  demonstration.  These  major  issues  are  listed 
in  summary  form  here  under  the  same  four  categories  used  in  the 
larger  review. 

CNO  Services 

Several  issues  related  to  CNO  services  must  be  addressed: 

1.  How  will  the  Catastrophic  legislation  affect  the  CNO's 
mandatory  service  package? 

2.  Which  additional  services,   beyond  those  covered  under 
Medicare  should  the  Secretary  require  of  CNOs? 
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Does  the  legislative  provision  allowing  rural  health 
centers  in  areas  with  shortages  of  home  health  services 
to  participate  as  CNOs,  limit  them  to  providing  skilled 
nursing  services  and  medical  supplies  as  dictated  by 
the  Social  Security  Act  or  can  they  expand  services  to 
include  the  full  range  of  mandated  CNO  services? 


CNO  Payment  Arrangements 


A  number  of  issues  related  to  CNO  payment  require  careful 
consideration: 


1.  Are  there  data  to  allow  reliable  estimates  of  an  AAPCC 
for  the  set  of  mandatory  services? 

2.  If  additional  mandatory  services  are  required,  should 
100%  of  the  AAPCC  be  used  to  cover  all  mandated 
services  as  is  the  case  with  S/HMOs? 

3.  Are  there  reasons  to  expect  adverse  or  favorable 
selection?  To  what  extent  can  potential  adverse  or 
favorable  selection  be  controlled  through  the 
demonstration  design  (e.g.,  allowance  of  queuing)? 
Will  payment  at  95  percent  of  the  AAPCC  be  appropriate, 
given  the  amount  of  selection  bias? 

4.  Will  there  be  a  large  enough  non-Medicare  enrollee 
group  to  allow  the  reliable  computation  of  a  CNO 
service  ACR? 

5.  will  organizations  participate  if  their  financial  risk 
is  not  capped?  To  what  extent  and  by  which  mechanisms 
should  the  demonstration  design  limit  provider  risk? 
Should  CNOs,  like  S/HMOs,  receive  an  extra  payment  for 
enrollees  at  risk  of  institutionalization? 

6.  How  will  payment  rates  be  determined  for  sites  which  do 
not  have  AAPCC-based  payment  arrangements? 

7.  Will  Medicaid  recipients  be  allowed  to  enroll?  If  so, 
how  will  state  Medicaid  programs  share  in  the  capitated 
payment? 

CNO  Eligibility  and  Standards 


Several  unresolved  issues  emerge  from  comparing  the  CNO- 
legislative  requirements  with  the  experiences  of  other  delivery 
mechanisms: 
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1.  Should  eligibility  be  restricted  to  applicants  with 
some  minimum  number  of  years  of  experience  with 
capitated  payment? 

2.  Should  CNO  eligibility  be  shaped  by  the  relative 
maturity  of  the  HMO  market  in  which  the  prospective  CNO 
would  operate? 

3.  Will  quality  of  care  be  monitored  externally  by  PROs  or 
directly  by  HCFA?  Will  the  monitoring  agency  also  deal 
with  the  issue  of  inappropriate  substitution  of  other 
Medicare  services  for  CNO  services? 

4.  Is  a  fixed  enrollment  period  desirable  for  CNOs,  or 
must  enrollment  remain  open  to  encourage  adequate 
membership  size?  If  the  enrollment  period  is  limited, 
will  CNO  demonstration  sites  that  are  certified  home 
health  providers  be  permitted  to  serve  Medicare 
beneficiaries  referred  to  them  after  the  close  of 
enrollment  under  cost-based  reimbursement? 

5.  Should  other  requirements  be  added,  such  as  a  minimum 
standard  for  the  number  of  enrolled  beneficiaries,  or 
the  size  of  the  market  area? 


CNO  Marketing 


Aside  from  providing  information  on  the  portion  of  the 
premium  or  amount  of  enrollee  cost-sharing  that  goes  toward 
optional  supplemental  services,  there  are  no  requirements 
established  under  OBRA-87  regarding  marketing.  The  major 
marketing  question  is:  Should  CNOs  meet  the  required  activities 
of  TEFRA  HMOs/CMPs  and  refrain  from  the  prohibited  activities? 


Other  questions  include: 


1.  Should  any  HMO  sponsors  of  CNOs  be  prohibited  from 
marketing  another  similar  HMO  product  simultaneously 
with  the  CNO? 

2.  If  CNOs  are  allowed  or  required  to  practice  queuing  of 
health  status  to  control  for  adverse  selection,  should 
they  be  required  to  advertise  that  they  practice 
queuing? 


On  the  basis  of  the  review  of  the  literature,  home  health 
agencies  and  TEFRA  HMOs,  overall,  appear  to  be  the  most  viable 
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existing  candidate  organizations  for  CNO  demonstration  status. 
However,  CNOs  may  function  in  a  number  of  respects  like  S/HMOs. 

The  estimate  of  resemblance  that  the  CNO  will  bear  to 
existing  delivery  mechanisms  varies  according  to  the  dimension  of 
focus.    In  terms  of  both  payment  method  and  eligibility  and 
standards,  CNOs  will  most  likely  resemble  TEFRA  HMOs  or  S/HMOs. 
Both  of  these  entities,  of  course,  are  paid  on  a  capitated  basis. 
Eligibility  criteria  and  standards  which  Congress  specified  in 
the  legislation  authorizing  the  CNO  demonstrations  are  patterned 
closely  after  those  for  TEFRA  HMOs  and  S/HMOs.     In  terms  of 
marketing  approach,  CNOs  seem  likely  to  behave  like  S/HMOs,  as 
they  will  have  to  compete  most  directly  with  TEFRA  HMOs  as  the 
S/HMOs  had  to  do.    Unlike  S/HMOs,  however,  CNOs  will  be  able  to 
offer  only  a  portion  of  the  services  covered  by  Medicare  (only 
some  Part  B  services) .    This  portion  is  likely  to  be  largely  in- 
home  services,  so  that  the  CNO  product,  and  hence  its  marketing 
situation,  may  come  to  resemble  rather  closely  those  of  home 
health  agencies. 

The  service  dimension  is  the  most  difficult  to  compare  at 
this  point.     In  no  small  measure,  the  ultimate  identity  of  the 
CNO  will  be  shaped  by  the  Secretary's  decision  regarding  what,  if 
any,  services  beyond  those  already  covered  by  Medicare  CNOs  will 
be  required  to  provide.     If  chronic  care  services  are  covered, 
CNOs  will  look  more  like  a  S/HMO  and  less  like  the  typical  HMO  or 
home  health  agency. 
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APPENDIX  B 


Services  for  the  Acred  and  Disabled  Approved  ?nd,?r 
the  Medicaid  Home  and  Community- Based  Waiver  Prog-p^ 

adult  residential  services 

adult  day  care  services 

adult  family  care 

adult  foster  care 

care  giver  support  training 

case  management 

chore  service 

communications  device  services 

and  communication  aids 
congregate  care 
consumable  medical  supplies 
electronic  monitoring 
emergency  response  systems 
environmental  aides 
escorts 

family  therapy 

financial  education  and  protection 
habilitation 

home  adaptations/modifications 

home  health  aide 

home  management/homemakers 

hospice  care 

housing  assistance 

in-home  psychological  services 

living  skills  training 

meals  on  wheels 

medical  equipment,  supplies  and  appliances 
mental  health  care 
moving  assistance 
night  support 

nonmedical  and  social  transport 
nutritional  counseling 
occupational  therapy 
personal  care 
pharmaceuticals 
physical  therapy 
placement  service 

planned  therapeutic  activities  assessments 

respiratory  therapy 

respite  care 

screening 

skilled  nursing 

special  drug  and  nutritional 

special  assessment  services 

speech  therapy 

wellness  monitoring 

Source:  HCFA,  BERC,  OCP.  Control  copy:  Home-  and  Community 
based  Waiver  Programs,  December  1988. 
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Eligibility  Criteria  for 
Community  Nursing  Organizations  (CNOs) 

Eligibility  CriteT-i* 

For  the  purposes  of  this  paper  CNO  eligibility  criteria  are 
divided  into  two  areas  —  requirements  and  standards.  Although 
both  these  types  of  criteria  will  be  used  as  part  of  the  site 
selection  process,  the  key  difference  is  that  the  requirements  as 
written  are  requisite  conditions  for  all  CNO  demonstration  sites 
while  the  standards  as  stated  may  not  be  universal  conditions  for 
all  demonstration  sites. 

The  requirements  have  been  drawn  from  OBRA  1987  legislation 
defining  what  an  eligible  organization  must  look  like.  Further 
details  of  some  of  these  requirements  were  drawn  up  by  the  ANA. 
The  bulk  of  the  standards  presented  here  are  adopted  from  the 
TEFRA  HMO  standards  of  participation  as  cited  in  42  CFR  IV.  The 
ANA  consultants,  using  their  clinical  expertise,  devised  some 
additional  standards.    The  eligibility  criteria,  both 
requirements  and  standards,  have  been  categorized  according  to 
service  package,  enrollment,  financing,  operational  and  general 
criteria.    The  major  sources  from  which  each  section  was  adopted 
are  cited  below. 

I       Eligibility  Requirements 

1.      Eligibility  Requirements  (Pages  4-7) 

o       The  OBRA  1987  regulation  is  the  primary  source  of  the 
eligibility  requirements.    The  other  references 
included  for  these  requirements  are  subparagraphs  (B) , 
(D) ,  and  (E)  of  section  1876  of  the  Social  Security  Act 
and  sections  417.107  and  417.416  of  the  Code  of 
Regulations  for  TEFRA  HMOS.     Further  specification  of 
these  requirements  have  been  made  by  the  ANA. 


II      Enrollment  Standards  (Pages  7-8) 


o         Code  of  Federal  Regulations  for  TEFRA  HMOs,  sections 
417.412  and  417.107. 

III  Operational  Standards  (Pages  8-15) 

o        Code  of  Federal  Regulations  for  TEFRA  HMOs,  sections 
417.107,  and  417.418.    Some  of  these  criteria  were 
elaborated  and  developed  by  ANA. 

IV  General  Standards  (Pages  15-19) 

o        Code  of  Federal  Regulations  for  TEFRA  HMOs,  sections 
417.107,   and  417.413. 

Some  of  the  requirements  and  standards  presented  have  raised 
issues  which  will  have  to  be  investigated  more  fully  by  HCFA  in 
order  to  reach  decisions  about  how  these  criteria  should  be 
further  structured  and  defined.     These  issues  include: 

1)  Whether  any  additional  mandatory  services  should  be  a  part  of 
the  CNO  service  package; 

2)  What  types  of  pre-paid  capitation  financing  models  are  to  be 
used  in  the  demonstration; 

3)  Whether  all  CNOs  will  be  placed  at  full  financial  risk; 

4)  Whether  some  sites'  enrollment  practices  may  be  selective 
instead  of  broadly  representative; 

5)  What  is  the  reasonable  population  base  for  CNO  feasibility; 
and 

6)  Whether  an  open  enrollment  period  is  a  necessary  requirement. 

Consideration  of  most  of  these  issues  has  been  taken  up  in 
previous  project  deliverables.     However,  questions  concerning  the 
CNOs'  enrollment  base  remain  to  be  resolved  by  HCFA.  These 
include  the  reasonable  population/ enrollment  base  for  CNO 
feasibility  and  whether  the  CNOs  will  be  able  to  market  their 
services  to  the  non-Medicare  population  in  addition  to  the 


Medicare  population.     A  broader  enrollment  base  could  provide  for 
a  more  viable  operating  entity.     if  CNOs  are  allowed  the  freedom 
of  marketing  their  services  to  the  non-Medicare  population,  HCFA 
must  decide  if  there  should  be  limits  to  the  ratio  of  Medicare 
versus  non-Medicare  enrollees. 

One  further  developmental/organizational  issue  needs  to  be 
addressed  concerning  the  process  by  which  potential  applicants 
are  informed  of  requirements  and  standards.     Because  requirements 
will  be  a  requisite  and  universal  condition  for  all  sites,  it  may 
be  best  to  inform  potential  applicants  of  these  necessary 
criteria  before  they  even  chose  to  apply,     if  this  assumption  is 
correct,  HCFA's  next  step  should  be  to  ensure  that  the  require- 
ments are  acceptable  for  public  dissemination.    HCFA  must  review 
these  criteria  and  consider  if  they  are  sufficient.    For  example, 
although  appropriate  and  timely  referral  is  a  requirement,  the 
regulations  do  not  speak  of  how  to  gauge  timeliness. 

Finally,  we  have  omitted  from  the  standards  on  reporting  and 
disclosure  requirements  (pp.  16-18)  those  data  maintenance  tasks 
associated  with  program  and  organizational  planning,  implementa- 
tion and  evaluation.     These  responsibilities,  or  some  of  them, 
may  overlap  with  those  required  for  the  forraal  evaluation.  Thus, 
we  thought  it  best  to  wait  until  the  evaluation  design  is 
completed  and  then  to  consider  including  all  data-collection 
requirements  together  in  a  separate  standard.    We  have  attached 
as  Appendix  A  the  relevant  portions  extracted  from  the  ANA's 
earlier  draft,  so  that  HCFA  can  decide  whether  to  include  these 
separately  from  other  formal  evaluation  data-collection 
requirements  even  if  there  is  redundancy. 
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I.   ELIGIBILITY  REQUIREMENTS 


1.     SERVICE  PACKAGE  REQUIREMENTS 

A«     Requirement:     Provide  Communi-fry  Nursing  ^nfl 

Ambulatory  Care.     The  entity  (or  a  division  of  part 
of  such  entity)  is  primarily  engaged  in  direct 
provision  of  community  nursing  and  ambulatory  care. 

B*  Requirement: — Nurse  Supervision.    The  entity  provides 
that  all  nursing  care  (including  services  of  home 
health  aides)  is  furnished  by  or  under  the 
supervision  of  a  registered  nurse.    With  respect  to 
nursing  services  furnished  in  a  CNO  clinic  or  in  the 
office  of  a  nurse  with  whom  the  CNO  has  a  service 
agreement,  the  CNO  must  ensure  that  — 

(1)  Each  patient  is  under  the  care  of  a  registered 
nurse ; 

(2)  A  nurse  is  present  to  perform  nursing  (as 
opposed  to  administrative)  services  whenever  the 
clinics  or  offices  are  open;  and 

(3)  Services  furnished  by  paramedical,  ancillary, 
and  other  nursing  personnel  are  furnished  under 
the  direct  supervision  of  a  registered  nurse. 
Supervision  of  the  services  provided  by  these 
personnel  shall  also  be  provided  in  accordance 
with  applicable  State  law. 

c-     Requirement:  Nurse  Coordination.     The  entity 

provides  that  all  services  are  furnished  by  qualified 
staff  and  are  coordinated  by  a  registered 
professional  nurse. 

(1)      Certain  services  provided  by  the  CNO  may  be 
furnished  without  the  direct  personal 
supervision  of  a  registered  nurse.    All  services 
that  are  rendered  without  such  direct  personal 
supervision  will  be  furnished  in  accordance  with 
the  written  plan  of  care  for  the  patient  and 
will  be  coordinated  by  a  registered  nurse. 

D-     Requirement:  CNO  Mandatory  Services.     The  entity 

provides  directly  or  through  arrangements  with  other 
qualified  personnel,  at  least  the  following  services 
to  its  enrolled  members: 
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(1)  Part-time  or  intermittent  nursing  care  furnished 
by  or  under  the  supervision  of  registered 
professional  nurses; 

(2)  Physical,  occupational,  or  speech  therapy; 

(3)  Social  and  related  services  supportive  of  a  plan 
of  ambulatory  care; 

(4)  Part-time  or  intermittent  services  of  a  home 
health  aide  who  has  successfully  completed  a 
training  program  approved  by  the  Secretary; 

(5)  Medical  supplies  (other  than  drugs  and 
biologicals)  and  durable  medical  equipment  while 
under  a  plan  of  care; 

(6)  Other  health  services  including,  but  not  limited 
to,  surgical  dressings  or  other  items  utilized 
in  home  care  such  as  orthopedic  appliances, 
supplies  for  ostomies,  and  artificial  limbs. 
Further,  the  service  may  include  testing, 
fitting  or  training  in  the  use  of  prosthetic  and 
orthotic  devices;  and 

(7)  Services  described  above  that  are  provided  in 
rural  health  clinics. 

2.     FINANCING  REQUIREMENTS 

A-     Requirement:  Prepaid  Capitation.     The  entity 

receives  compensation  (except  for  deductibles, 
coinsurance,  and  copayments)  for  the  health  care 
services  it  provides  to  enrolled  members  on  a 
periodic,  prepaid  capitation  basis  regardless  of  the 
frequency,  extent,  or  kind  of  services  provided  to 
any  enrollee. 

*  (This  requirement  requires  further  discussion  by 
HCFA) . 

B.     Requirement:     Full  Financial  Risk.     The  entity 

assumes  full  financial  risk  on  a  prospective  basis 
for  the  service  package  requirements  except  that  the 
entity  may — 

(1)     Obtain  insurance  or  make  other  arrangements  for 
the  cost  of  providing  to  any  enrolled  member  the 
health  care  services  listed  in  Part  (b)    (1)  of 
this  Section,  if  the  aggregate  value  of  the 
services  exceeds  $5,000  in  any  year; 
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(3) 


(4) 


(2)     obtain  insurance  or  make  other  arrangements  for 
the  cost  of  providing  health  care  services 
listed  in  Part  (b)    (l)  of  this  Section  to 
enrolled  members  other  than  through  the  entity 
for  cases  m  which  medical  necessity  required 
that  the  services  be  provided  before  they  could 
be  secured  through  the  entity; 

Obtain  insurance  or  make  other  arrangements  for 
not  more  than  90  percent  of  the  amount  by  which 
the  entity's  costs  for  any  of  this  fiscal  years 
year*  and*  perCent  of  its  incoBe         that  fiscal 

Make  arrangements  with  nurses  and  other  health 
professionals,  health  care  institutions,  or  any 
combination  of  these  to  assume  all  or  part  of 
the  financial  risk  on  a  prospective  basis  for 
the  provision  of  basic  health  services  by  the 
nurse  or  other  health  professionals  or  through 
the  institutions.  * 

*  byhHCFAeqUirement  requires  further  discussion 

RCWirercent; — Insolvency  Protects.     The  CNO  has 
made  adequate  provision  against  the  risk  of 
insolvency  which  is  satisfactory  to  the  secretary. 

3.     OPERATIONAL  REQUIREMENTS 

A-     Retirement:      Policies  Governing  Mursina  P^ro  The 
entity  has  policies  governing  the  furnishing  of 
community  nursing  and  ambulatory  care  that  are 
developed  by  registered  professional  nurses  in 
cooperation  with  (as  appropriate)  other 
professionals. 

B-  Requirement: — Clinical  Record  R^nr^f  The 

entity  maintains  clinical  records  on  all  patients. 

c-     Requirement;  Appropriate  Timely  Refarray  The 

entity  has  protocols  and  procedures  to  assure  when 
appropriate,  timely  referral  to  or  consultation  with 
other  health  care  providers  or  professionals. 

D-  Requirement;: — Mechanisms  which  Minimize  inappropriate 
Substitution  The  entity  has  developed  procedures  to 
insure  that  CNO  enrollees  are  not  inappropriately 
institutionalized. 


C. 
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4.     GENERAL  REQUIREMENT : 


Compliance  with  State  and  Local 
Lavs 


The  entity  complies  with  applicable  state  and  local 
laws  governing  the  provision  of  community  nursinq  and 
ambulatory  care  to  patients. 


II.   ELIGIBILITY  STANDARDS 
1.     ENROLLMENT  STANDARDS 


A. 


Standard; — Open  EDXaUflgnt      The  organization  shall 
have  an  open  enrollment  period  for  enrollment  of 
individuals.    The  duration  of  such  period  of 
enrollment  and  any  other  requirement  pertaining  to 
enrollment  or  termination  of  enrollment  shall  be 
specified  in  the  agreement  with  the  organization. 

(1)  An  organization  must  enroll  Medicare 
beneficiaries  on  a  first-come,  first-served 
basis  to  the  limit  of  its  capacity  and  provide 
annual  open  enrollment  periods  for  Medicare 
beneficiaries;  and 

(2)  HCFA  may  waive  the  requirement  if  compliance 
would  result  in  an  enrollment  substantially 
nonrepresentative  of  the  population  of  the  CNO's 
geographic  area.    The  enrollment  would  be 
"substantially  nonrepresentative"  if  the 
proportion  of  a  subgroup  to  the  total  enrollment 
exceeded,  by  10  percent  or  more,  its  proportion 
of  the  population  in  the  CNO's  geographic  area, 
as  shown  by  census  data  or  other  data  acceptable 
to  HCFA. 


*  (This  standard  requires  further  discussion  bv 
HCFA) .  1 

-  Standard; — Broadly  Representative  Enroii^m-  Each 
CNO  shall  offer  enrollment  to  persons  who  are  broadly 
representative  of  the  various  age,  social,  and  income 
groups  within  its  service  area.    The  organization 
must  make  reasonable  efforts  to  enroll  individuals 
who  are  not  Medicare  or  Medicaid  beneficiaries. 

(1)     In  the  case  of  a  CNO  which  has  a  medically 

underserved  population  located  in  its  service 
area,  not  more  than  75  percent  of  the  CNO 
members  may  be  enrolled  from  the  medically 
undeserved  population  unless  the  area  in  which 
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that  population  resides  is  also  a  rural  area • 
and 


(2)     The  organization  shall  submit  evidence  to  HCFA 
that  it  has  developed  and  will  implement  a 
marketing  plan  design  to  promote  enrollment  both 
among  individuals  who  are  and  who  are  not 
Medicare  and  Medicaid  beneficiaries. 

*  (This  standard  requires  further  discussion  bv 
HCFA) .  y 

c-  Standard; — Health  Status  and  Fnrollment.     The  CNO 

shall  not  expel  or  refuse  to  re-enroll  any  member  nor 
refuse  to  enroll  individual  members  of  a  group,  on 
the  basis  of  the  health  status,  health  care  needs,  or 
age  of  the  member  or  individual.    Nothing  also 
prohibits  a  CNO  from  requiring  that,  as  a  condition 
of  continued  eligibility  for  membership,  dependents 
of  a  subscriber,  upon  reaching  a  specified  age, 
convert  to  non-group  membership. 

*  (This  standard  requires  further  discussion  bv 
HCFA) .  1 


OPERATIONAL  STANDARDS 


A. 


Stanford;  Fiscally  Sound  Proration  and 

Administrative  and  Managerial  Arrangements.  Each  CNO 
shall  have  a  fiscally  sound  operation  as  demonstrated 
by: 


(1)  Total  assets  being  greater  than  total 
unsubordinated  liabilities; 

(2)  Sufficient  cash  flow  and  adequate  liquidity  to 
meet  obligations  as  they  become  due; 

(3)  A  net  operating  surplus.    If  the  CNO  does  not 
meet  this  criterion,  then  the  CNO  shall  submit  a 
financial  plan  satisfactory  to  the  Secretary  to 
achieve  net  operating  surplus  within  available 
fiscal  resources.    This  plan  shall  include: 

(a)  A  detailed  marketing  plan; 

(b)  Statements  of  revenue  and  expense  on  an 
accrual  basis; 

(c)  Sources  and  uses  of  funds;  statements; 
and 
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(d)  Balance  sheets; 


(4) 


A  plan  for  handling  insolvency  which  allows  for 
the  continuation  of  benefits  for  the  duration  of 
the  contract  period  for  which  payment  has  been 
made  and  continuation  of  benefits  to  enrollees 
who  are  confined  on  the  date  of  insolvency  in  an 
inpatient  facility  until  their  discharge 


B*  Standard; — Protection  of  Enron  «»«.     cnos  shall 
protect  enrollees  from  any  financial  liabilities 
incurred  by  the  organization.     In  case  of  CNO 
financial  insolvency,  the  CNO  will  be  expected  to 
provide  benefits  to  the  enrollee  for  the  duration  of 
the  contract  and  continuation  of  benefits  to 
enrollees  who  are  confined  on  the  date  of  CNO 
insolvency  in  an  inpatient  facility. 

(1)     Financial  arrangements  to  protect  enrollees  from 
incurring  liability  for  the  payment  of  fees 
which  are  the  legal  obligation  of  the  CNO 
include: 


(a)  Contractual  arrangements  with  health  care 
providers  used  by  the  enrollees  of  the  CNO 
prohibiting  the  providers  from  holding  any 
enrollee  liable  for  payment  of  any  fees 
which  are  the  legal  obligation  of  the  CNO; 

(b)  Insurance,  acceptable  to  the  Secretary; 
and 


(c)     Financial  reserves,  acceptable  to  the 
Secretary; 

(i)     The  requirements  of  this  Paragraph  do 
not  apply  to  a  CNO  if  the  Secretary 
determines  that  applicable  state  law 
provides  that  enrollees  of  the  CNO  may 
not  be  liable  for  payment  of  any  fees 
which  are  the  legal  obligation  of  the 
CNO. 


•  Standard: — Full  and  Fair  Disri gggrj      Each  CNO  shall 
prepare  a  written  description  of  the  items  listed 
below.     This  description  shall  be  written  so  that  it 
can  be  easily  understood  by  the  average  person  who 
might  enroll  in  the  CNO.     The  description  of  benefits 
and  coverage  may  be  in  general  terms  if  reference  is 
made  to  a  detailed  statement  of  benefits  and  coverage 
which  is  available  without  cost  to  any  person  to  whom 
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the  opportunity  for  enrollment  in  the  CNO  is  offered 
or  who  has  enrolled  in  the  CNO.     Upon  request  made 
directly  to  the  CNO  or  the  plan  administrator  (as 
that  term  is  defined  under  the  Employee  Retirement 
Income  Security  Act  of  1974,  "ERISA" )  of  a  health 
benefits  plan  which  includes  the  CNO  option,  the  CNO 
shall  provide  the  description  to  any  person  who  is  a 
participant  or  beneficiary  of  the  plan  and  who  is 
eligible  to  elect  the  CNO  option.     The  items  to  be 
included  in  the  written  description  are  the  CNO's: 

(1)  Benefits  (including  limitations  and  exclusions) ; 

(2)  Coverage  (including  a  statement  of  conditions  on 
eligibility  for  benefits) ; 

(3)  Procedures  to  be  followed  in  obtaining  benefits 
and  a  description  of  circumstances  under  which 
benefits  may  be  denied; 

(4)  Rates? 

(5)  Grievance  procedures; 

(6)  Services  area; 

(7)  Participating  providers;  and 

(8)  Financial  condition  to  include  at  least  the 
following  most  recently  audited  information: 
Current  assets,  other  assets,  total  assets, 
current  liabilities,  long-term  liabilities,  and 
net  worth. 

D.  Standard:     Confidentiality  of  Health  Records.  Each 
CNO  shall  establish  adequate  procedures  to  insure 
confidentiality  of  its  enrollees'  health  (including 
medical )  records . 

E.  Standard:  Referral  Information.     Each  CNO  shall  make 

arrangements  either  directly  or  through  its  providers 
to  assure  that  the  CNO  is  kept  informed  about  the 
services  provided  to  its  enrollees  by  referral 
resources . 

F.  Standard:     Mechanisms  to  Maintain  and  Monitor  the 
Quality  of  Life  of  Enrollees.     A  CNO  must  have  an 
organizational  philosophy,  objectives  and  policies 
that  reflect  the  right  of  all  enrollees  to  maintain  a 
quality  of  life  which  maximizes  their  independent 
expression,  decision  making  and  personal  autonomy. 
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The  mechanisms  will  have  the  following 
characteristics : 

(1)  The  CNO  shall  develop  policies  and  practices 
which  ensure  that  staff  and  enrollees  are 
informed  of  the  organization's  philosophy 
related  to  enrollee  quality  of  life.  Policies 
and  training  will  reflect  the  enrollees'  rights 
to  privacy,  personal  dignity,  impartial  access 
to  treatment,  considerate  and  respectful 
treatment,  confidentiality  of  records  and  free 
and  private  communication; 

(2)  Active  participation  by  enrollees  will  be 
encouraged  in  the  assessment,  implementation  and 
evaluation  of  the  care  planning  process; 

(3)  The  enrollees  will  be  assured  that  they  may 
refuse  to  participate  in  any  or  all  aspects  of 
the  plan  of  care  and  may  refuse  to  see  or  talk 
with  anyone  not  directly  involved  in  their  care 
without  retribution  or  denial  of  services  unless 
for  medical  reasons  or  for  their  welfare; 

(4)  The  enrollee  may  have  complete  information  about 
the  services  available  in  the  CNO  including 
related  charges  and  fees; 

(5)  The  enrollee  may  voice  grievances  and  recommend 
changes  in  policies  and  services  to  the  CNO 
without  threat,  use  of  restraint,  interference, 
coercion,  discrimination  or  reprisal;  and 

(6)  The  CNO  shall  provide  a  means  of  handling  all 
enrollee  complains  and  suggestions,  to  include 
whether  changes  need  to  be  made  in 
supervisory/ administrative  activity,  training  or 
evaluation  activity. 

Sfcanflaiflj — Financial  Protection  of  the  CNO  and  its' 
Employees. 

(1)     A  fidelity  bond  or  bonds,  procured  and 

maintained  by  the  CNO  in  an  amount  fixed  by  its 
policy-making  body  but  not  less  than  $100,000 
per  individual,  covering  each  officer  and 
employee  entrusted  with  the  handling  of  its 
funds.     The  bond  may  have  reasonable 
deductibles,  based  upon  the  financial  strength 
of  the  CNO;  and 
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(2)     Insurance  policies  or  other  arrangements, 

secured  and  maintained  by  the  CNO  and  approved 
by  the  Secretary  to  insure  the  CNO  against 
losses  arising  from  professional  liability 
claims,   fire,  theft,  fraud,  embezzlement,  and 
other  casualty  risks. 

Standard; — Existence  of  a  Policy  Making  Roriv.  A 
policy-making  body  which  exercises  oversight  and 
control  over  the  CNO's  policies  and  personnel  to 
assure  that  management  actions  are  in  the  best 
interest  of  the  CNO  and  its  membership. 

(1)     At  a  minimum,  the  CNO  shall  be  managed  by  an 
executive  whose  appointment  and  removal  are 
under  the  control  of  the  CNO's  policy-making 
body ; 


(2)  In  the  case  of  a  private  CNO,  not  later  than  one 
year  after  becoming  operational,  at  least  one- 
third  of  the  membership  of  its  policy-making 
body  must  be  enrollees  of  the  CNO  who  reside  in 
or  in  proximity  to  the  service  area  of  the  CNO. 
A  CNO  with  regional  components  and  one  overall 
policy-making  body  must  assure  that  the 
individuals  satisfying  the  one-third  member 
requirement  reside  in,  or  in  proximity  to,  the 
service  area  of  at  least  one  of  the  CNO's 
regional  components.    CNOs  with  policy-making 
bodies  consisting  of  the  same  individuals  must 
assure  that  the  individuals  satisfying  the  one- 
third  member  requirement  reside  in,  or  in 
proximity  to,  the  service  area  of  at  least  one 
of  the  CNOs; 

(3)  In  the  case  of  a  private  CNO,  no  enrollee  having 
ownership  of  or  financial  interest  in,  or 
employed  by,  or  gaining  financial  reward  from 
direct  dealings  with,  the  CNO  or  a  plan- 
affiliated  institution  or  organization,  and  no 
members  of  the  immediate  family  of  such  enrollee 
shall  be  included  in  the  minimum  one-third 
representation  on  the  policy-making  body. 
However,  none  of  the  foregoing  prohibits  the 
payments  of  directors'  fees  or  other  similar 
fees,  or  interest  and  dividends  derived  from 
membership  in  a  CNO  cooperative,  to  persons 
serving  on  the  policy-making  body.    Any  person 
who  is  not  directly  or  indirectly  the  beneficial 
owner  of  more  than  five  percent  of  the  equity  of 
the  CNO  or  a  plan-affiliated  institution  or 
organization  is  deemed  not  to  have  ownership  of 
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or  financial  interest  in  the  CNO  or  the  plan- 
affiliated  institution  or  organization; 

(4)  in  the  case  of  a  private  CNO,  there  shall  be 
equitable  representation  on  the  enrollee  portion 
of  the  policy-making  body  of  members  from  the 
medically  undeserved  populations  served  by  the 
CNO  in  proportion  to  their  enrollment  relative 
to  the  entire  enrollment;  and 

(5)  in  the  case  of  a  public  CNO,  an  advisory  board 
must  be  established  by  the  policy-making  body 
operating  the  CNO.    This  advisory  board  shall 
meet  the  requirements  of  Paragraph  (e)    (1)  of 
this  Section,  and  may  be  delegated  policy-makinq 
authority  for  the  CNO. 

Standard; — Grievance  Procedures.     Each  CNO  shall  have 

and  use  meaningful  procedures  for  hearing  and 

resolving  grievances  between  the  CNO  and  the 

enrol lees  of  the  CNO.     These  procedures  must  assure 

that: 


(1)  Grievances  and  complaints  will  be  transmitted  in 
a  timely  manner  to  appropriate  decision  making 
levels  within  the  CNO  which  have  authority  to 
take  corrective  action;  and 

(2)  Appropriate  action  will  be  taken  promptly, 
including  a  full  investigation  if  necessary  and 
notification  of  concerned  parties  as  to  the 
results  of  the  CNO's  investigation. 

Standard: — Quality  Assurance  Program      Each  CNO  shall 
have  an  ongoing  quality  assurance  proqram  for  its 
health  services  which: 

(1)  Stresses  health  outcomes  to  the  extent 
consistent  with  the  state  of  the  art; 

(2)  Provides  reqular,  periodic  and  systematic  review 
of  the  appropriateness  of  each  clients'  use  of 
services  of  the  organization.    Such  utilization 
review  will  be  accomplished  by  committee. 
Committee  membership  will  include  at  least  one 
person  from  outside  the  organization; 
Utilization  review  committee  results  will  be 
used  to  provide  recommendations  related  to 
administration  or  supervisory  action,  training 
and/or  program  evaluation; 
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(3)     Enables  peer  review  for  each  discipline 

providing  services.     Results  of  the  peer  review 
will  be  used  to  make  recommendations  related  to 
administrative/supervisory  action,  training 
and/or  program  evaluation;  and 


(4)     Maintains  infection  control  policies  and 

procedures  in  all  settings  where  services  are 
provided  so  as  to  prevent  and  limit  the 
development  and  transmission  of  infection. 

(a)  Guidelines  will  be  developed  to 
identify  potentials  for  infection  among 
client  populations,  and  policies  will 
be  developed  to  implement  those 
systems ; 

(b)  Procedures  will  be  developed  to  report 
infections  to  appropriate  authorities; 
and 


(c)     CNOs  will  provide  in-service  education 
consisting  of  staff  consultation  and 
supervision  for  employees  to  follow 
infection  control  policies  and  to 
identify  high-risk  infection  situations. 

Standard; — Staff  Qualifications.  Training  *nrf 
Management.    A  CNO  must  have  an  ongoing  program  which 
includes  these  elements: 

(1)     The  organization  will  apply  an  ongoing  and 
systematic  method  to  determine  staffing 
requirements  that  are  adequate  to  meet  the  needs 
of  the  client  enrollment; 


(2)  Policies  for  supervision,  orientation  and 
selection  to  assignments  shall  be  provided  by 
the  CNO  and  will  reflect  the  organization's 
philosophy.    A  written  plan  for  supervision  of 
all  personnel  will  be  implemented,  to  include 
on-site  or  in-home  supervision  as  appropriate. 
Written  plans  for  staff  orientation  will  be 
developed  by  each  CNO; 

(3)  The  organization  shall  determine  for  each 
category  of  personnel  the  applicable 
professional  standards  of  practice,  job 
descriptions,  lines  of  authority  and  job 
responsibilities.     Goal-setting  and  self- 


14 


evaluation  will  be  documented  as  part  of  the 
staff  development  for  the  individual  employees; 

(4)  The  CNO  shall  provide  a  systematic  program  of 
educational  and  training  activities  for  all 
staff.     Documentation  of  such  training  will 
include  how  the  training  needs  were  determined 
and  how  the  effects  of  training  are  evaluated, 
applied  and  integrated  in  the  work-place; 

(5)  Each  CNO  shall  assure  that  institutional 
providers  through  which  is  provides  basic  and 
supplemental  health  services  (1)  are  certified 
either  under  Title  XVIII  of  the  Social  Security 
Act  (Medicare)  in  accordance  with  42  CFR  Part 
405  or  under  Title  XIX  of  the  Social  Security 
Act  (Medicaid)  in  accordance  with  the 
regulations  governing  participation  of  providers 
in  the  Medical  Assistance  Program;  or  (2)  in  the 
case  of  hosptials,  are  either  accredited  by  the 
Joint  Commission  on  Accreditation  of  Health-care 
Organizations  or  certified  by  Medicare;  or  (3) 
in  the  case  of  clinical  laboratories  (except  for 
laboratories  exempted  from  Section  353  of  the 
Public  Health  Service  Act  by  Paragraph  (d)  (2), 
(i),  or  (1)  of  that  Section),  certified  by 
Medicare  or  Medicaid  or  licensed  under  Section 
353; 

(6)  Supervisory  and  evaluative  criteria  for 
personnel  performance  appraisal  will  incorporate 
organizational  and  patient  outcome  measures, 
when  appropriate; 

(7)  Assignment  of  personnel  will  be  made 
commensurate  with  their  education  and  experience 
and  within  professional  standards  of  practice; 
and 

(8)  Written  procedures  for  taking  appropriate 
remedial  action  whenever,  as  determined  under 
the  quality  assurance  program,  inappropriate  or 
substantial  services  have  been  furnished  or 
services  have  not  been  furnished. 

GENERAL  STANDARDS 

A.     Standard;  Enrollment  and  Operating  Experience  for 

Organizations  to  Contract  on  a  Risk  Basis:     To  be 
eligible  to  contract  for  Medicare  reimbursement  on  a 
risk  basis,  an  organization  must  currently  have: 
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(1)  A  Medicare  service  population  which  provides 
evidence  satisfactory  to  the  Secretary  that  it 
represents  an  adequate  service  base  for 
effective  operation  as  a  CNO; 

(2)  A  plan  acceptable  to  HCFA  to  increase  its 
enrollment  over  the  two  years  beginning  with  its 
initial  contract  period; 

(3)  Does  not  have  any  agents  or  management  staff  or 
persons  with  ownership  or  control  interests  who 
have  been  convicted  of  criminal  offenses  related 
to  their  involvement  in  Medicaid,  Medicare,  or 
other  social  service  programs; 

(4)  Satisfies  HCFA  that  it  can  bear  the  potential 
losses  of  a  risk  contract;  and 

(5)  Has  not  previously  terminated  or  failed  to  renew 
a  risk  contract  within  the  preceding  five  years, 
unless  HCFA  determines  that  circumstances 
warrant  special  consideration. 

B.  Standard? — Reporting  and  Disclosure  Reouirementfi. 
While  safeguarding  patients'  confidentiality,  each 
CNO  shall  provide  effective  procedures  to  develop, 
compile,  evaluate,  and  report  to  the  Secretary,  to 
its  enrollees,  and  to  the  general  public,  at  the 
times  and  in  the  manner  the  Secretary  requires, 
statistics  and  other  information  relating  to: 

(1)  The  cost  of  its  operations; 

(2)  The  patterns  of  utilization  of  its  services; 

(3)  The  availability,  accessibility,  and 
acceptability  of  its  services; 

(4)  To  the  extent  practical,  developments  in  the 
health  status  of  its  enrollees; 

(5)  Information  demonstrating  that  the  CNO  has  a 
fiscally  sound  operation; 

(6)  Other  matters  as  the  Secretary  may  require; 

(7)  Each  CNO  shall  report  to  the  Secretary  annually, 
within  180  days  of  the  end  of  its  fiscal  year 
(unless  for  good  cause  shown,  the  Secretary 
authorizes  an  extension  of  time) : 
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(a)  A  copy  of  the  report,  if  any,  filed  with 
HCFA  containing  the  information  required  to 
be  reported  by  disclosing  entities  under 
regulations  implementing  Section  1124  and 
Section  3  902(a) (38)  of  the  Social  Security 
Act  (see  42  CFR  420.206  and  42  CFR 
455.104),  respectively;  and 

(b)  A  description  of  the  following  significant 
business  transactions  between  the  CNO  and  a 
party  in  interest,  and  a  justification  that 
the  costs  of  these  transactions  do  not 
exceed  the  costs  which  would  be  incurred  if 
these  transactions  were  to  be  with  someone 
who  is  not  a  party  in  interest  (or  if  they 
do,  a  justification  that  the  higher  costs 
are  consistent  with  prudent  management  and 
fiscal  soundness  requirements) : 

(i)  Sale,  exchange,  or  leasing  of 
property ; 

(ii)  Furnishing  for  consideration  of  goods, 
services  (including  management 
services) ,  or  facilities  between  the 
CNO  and  a  party  in  interest,  but  not 
including  salaries  paid  to  employees 
for  services  provided  in  the  normal 
course  of  their  employment  and  health 
services  provided  to  enrollees  by 
hospitals  and  other  providers  and  by 
staff  or  any  groups  thereof;  and 

(iii)  Lending  of  money  and  other  extension 
of  credit; 

Report  to  the  Secretary  annually,  within  180 
days  of  the  end  of  its  fiscal  year  (unless  for 
good  cause  shown,  the  Secretary  authorizes  an 
extension  of  time) ,  a  combined  financial 
statement  for  the  organization  and  such  entity 


(a)  Thirty- five  percent  or  more  of  the  costs  of 
operation  of  the  CNO  go  to  a  party  in 
interest;  or 

(b)  Thirty-five  percent  or  more  of  the  revenue 
of  a  party  in  interest  is  from  the  CNO. 

The  combined  financial  statements  must  display 
in  separate  columns  the  financial  information 
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for  the  CNO  and  each  of  these  parties  in 
interest.     Inter-entity  transactions  must  be 
eliminated  in  the  consolidated  column.  These 
statements  must  have  been  examined  by  an 
independent  auditor  in  accordance  with  generally 
accepted  accounting  principles,  and  must  include 
appropriate  opinions  and  notes. 

(i)     The  Secretary  may,  upon  a  written 

request  from  a  CNO  and  for  good  cause 
shown,  waive  the  requirement  that  its 
combined  financial  statement  include 
the  financial  information  required  in 
this  Paragraph  with  respect  to  a 
particular  entity; 


tandard:   Accessibility  and  ContinyifY 


1) 


2) 


The  organization  must  ensure  that  required 
services  for  which  enrollees  have  contracted  are 
accessible,  with  reasonable  service  promptness, 
to  geographic  location,  hours  of  operation,  and 
provision  of  after  hours  service;  and 

The  organization  must  maintain  a  health 
(including  medical)  record  keeping  system 
through  which  pertinent  information  relating  to 
the  health  care  of  its  enrollees  is  accumulated 
and  is  readily  available  to  appropriate 
professionals. 
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Appendix  A:     Potential  Standards  for  Data -Collect ion  Under 
Reporting  and  Disclosure  Requirements. 


(1)  Includes  program  and  organizational  evaluation.  This 
evaluation  shall  be  accomplished  by  systematic,  periodic 
activities  designed  to  assess  administrative  function, 
program  and  services  planning  and  operation,  staffing 
policies  and  practices  and  health  outcomes  of  the  clients 
and  families  served  by  the  CNO  as  well  as  other  activities 
for  which  the  CNO  is  deemed  accountable  to  the  public  for 
quality.     Documentation  will  be  provided  about  the  CNO's 
determination  of  whether  provider  objectives  are  met,  how 
advisory  groups'  recommendations  were  utilized  and  how  the 
CNO's  planning,  staffing,  budgeting  or  other  activities 
implemented  findings  of  such  systematic  review.  Evaluation 
will  include  data  collection  and  reporting,  sufficient  to 
define  the  population  served,  the  services  provided,  all 
requirements  of  the  CNO's  evaluation  program  and  quality 
assurance  activities  and  other  requirements  of  regulatorv 
authorities;  and 

(2)  CNOs  will  collect  information  to  aid  in  the  planning, 
•implementation  and  evaluation  of  programs  within  the  CNO. 

This  information  should  include,  but  not  be  limited  to,  data 
on:    the  health  status  of  the  client;  the  costs  of  nursing 
resources;  nursing  diagnoses;  patient  outcomes  and  nursing 
outcomes.     The  data  collected  will  be  used  to: 

(a)  evaluate  the  adequacy  with  which  the  CNO  meets  its 
purposes  and  fulfills  its  responsibilities;  and 

(b)  help  to  fulfill  the  funding  and  regulatory  requirements 
which  affect  the  CNO. 


FINAL  DRAFT 


QUALITY  ASSURANCE  CRITERIA  AND  STANDARDS  FOR 
COMMUNITY  NURSING  ORGANIZATIONS  (CNOs) 


September  21,  1989 
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Quality  Assurance  Criteria  and  Standards  for 
Community  Nursing  Organizations  (CNOs) 

1  Assuaptj9pg 

Three  assumptions  regarding  quality  assurance  (QA) 
mechanisms  were  made  prior  to  developing  CNO  QA  criteria. 

U)     ™*  the  meth°ds  of  quality  assurance  will  assess  care 

as  SeUeaSPSIide?  t0  CN0  J06***"  and  groups  It  cm  members 
as  well  as  the  outcomes  of  that  care;  ' 

(2)  That  appropriate  standards  of  nursing  practice  will  be 
incorporated  into  the  care  provided  Sithin  £he  CNoT  and 

(3)  That  one  or  more  of  the  CNO  demonstration  sites  will  be  a 
part  of,  or  formally  affiliated  with,  a  larger  existina 
organization  which  already  has  in  place  a  cUent-speciric 
SS1? \assurance  Program.     This  existing  quality  assurance 
J^f010?7-1?  e*Pected  to  be  modified  to  incorporate  "e 
anfi?i?nal  lnforaation  Proposed  here  which  is  ei?her  client- 
specific  or  project  outcome-specific.  client 

2-A      Quality  Assm-anr?*  critffrja 

Section  4079  of  Public  Law  100-203  requires  the  CNO  to 
establish  a  QA  program  which  stresses  health  outcomes  and 
provides  review  of  the  process  followed  in  the  provision  of 
health  care  services.    Process  criteria  focus  on  the  provision  of 
care.    These  criteria  help  to  increase  the  accountability  of 
providers  by  ensuring  that  the  technical  aspects  of  care  are 
carried  out  appropriately.    The  process  criteria  not  only  provide 
for  the  monitoring  of  the  technical  quality  of  care  provided  but 
also  include  mechanisms  for  instituting  corrective  actions  when 
necessary.    Outcome  measures  are  the  actual  results  of  the 
patient  care  process.     Outcome  measures  of  patient  status  include 
physical  functioning  and  client  satisfaction. 

The  quality  assurance  criteria,  presented  below,  are 
disaggregated  into  process  and  outcome  criteria.     Although  the 
legislation  does  not  explicitly  specify  that  structural  criteria 
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be  incorporated  into  the  cno  guidelir.es,  necessary  structural  CA 
components  have  also  been  included  in  this  final  list  of 
criteria.     These  criteria  are  more  general  policies  auiding  the 
agency's  overall  health  care  practice  patterns. 

The  quality  assurance  criteria  were  developed  in  part  from 
the  eligibility  standards  in  Public  Law  100-2039  specific  to  the 
evaluation  of  the  CNO  quality  assurance  programs,     other  criteria 
were  developed  by  the  ANA  and  its  consultants. 

2-B   unresolved  ouain-v  tc?urancp  T«^lfff 

Before  HCFA  is  able  to  incorporate  the  list  of  quality 
assurance  criteria  into  the  standards  which  are  to  be  followed  by 
the  demonstration  sites,  some  additional  decisions  about  the 
structure  of  certain  quality  assurance  mechanisms  need  to  further 
evaluated.     Decisions  must  be  finalized  about  the  options 
presented  below: 


l) 
2) 
3) 
4) 


Whether  peer  review  mechanisms  should  consist  of 
internal  or  external  reviewers. 

Whether  client  satisfaction  questionnaires  should  be 
standardized  or  agency-specific. 

!5aJhtyS!S  °f  health  StatUS  ffieasures  are  to  be  assessed 
oy  tne  cno . 

Whether  drug  utilization  review  should  be  a  required 
component  of  the  CNO's  quality  assurance  program. 


A  discussion  of  each  of  these  issues  is  presented  below  to 
aid  HCFA  in  its  decision-making  process. 

The  implementation  of  peer  review  mechanisms  is  specified  as 
part  of  the  quality  assurance  criteria.     However,  a  question 
which  still  remains  unanswered  is  whether  these  peer  review 
mechanisms  are  to  be  an  internal  or  external.     It  is  likely  that 
many  of  the  agencies  will  have  their  own  internal  peer  review 
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mechanisms.     Even  thougn  internal  peer  review  mecnamsms  r.ay  be 
more  common  than  the  external  peer  review  mechanisms,  they  are 
weaker  because  the  reviewers  are  employees  of  the  agency  subject 
to  the  review.     For  this  reason,  HCFA  may  choose  to  require  an 
external  peer  review  organization  to  monitor  the  utilization 
practices  of  the  CNO. 

one  of  the  health  outcomes  to  be  measured  by  the  CNO  is 
client  satisfaction.     Each  CNO  will  conduct  interviews  with  the 
enrollees  and  disenrollees  to  measure  the  clients'  satisfaction 
with  CNO  services.    Although  the  agency  may  already  conduct 
interviews  on  an  informal  basis,  HCFA  may  choose  to  make  the 
client  satisfaction  interviews  standardized  so  that  the  same 
types  of  questions  can  be  asked  and  the  results  compared  across 
all  demonstration  sites. 

Another  outcome  measure  to  be  assessed  by  the  demonstration 
sites  is  the  client's  health  status.    For  comparison  purposes,  it 
is  assumed  that  a  consensus  will  need  to  be  reached  across  the 
demonstration  sites  about  the  types  of  health  status  indicators 
to  be  evaluated.     Presumably,  HCFA  could  arrive  at  a  list  of  the 
required  health  status  indicators  which  need  to  be  assessed. 
HCFA  might  also  consider  consulting  with  the  4  demonstration 
sites  to  arrive  at  the  list  of  functional  health  status  data  to 
be  collected. 


The  final  decision  HCFA  must  make  is  whether  drug 
utilization  review  should  be  included  as  part  of  the  quality 
assurance  criteria.    The  results  of  the  DDR  may  be  measures  of 
patient  outcomes  which  are  directly  related  to  the  care  provided 
However,  HCFA  may  decide  that  the  DDR  activity,  while  ensuring 
quality,  may  be  an  optional  service  which  the  CNO  could  develop 
to  attract  potential  enrollees. 


If  implemented,  drug  utilization  review  activities  could  be 
conducted  for  each  person  served  by  the  CNO.     The  drug 
utilization  review  would  entail  information  about  enrollee  drug 
use,  including  the  interactions  and  the  adverse  outcomes  of  the 
drugs  the  patient  is  taking.     Results  of  the  DUR  would  be 
reflected  in  appropriate  clinical  and/or  administrative  actions. 

In  order  for  the  CNO  demonstration  sites  to  implement  the 
quality  assurance  criteria,  HCFA  will  need  to  resolve  the  issues 
mentioned  above.     Three  out  of  four  of  these  decisions  focus  on 
the  types  of  data  to  be  collected  by  the  demonstration  sites,  it 
is  assumed  for  each  of  these  cases  that  HCFA,  along  with 
providing  guidelines  for  the  type  of  data  to  be  collected  by  the 
sites,  will  need  to  specify  the  frequency  and  the  level  at  which 
the  data  collection  process  is  to  occur.    Although  these  issues 
may  seem  like  minor  adjustments  to  the  quality  assurance 
criteria,  there  is  a  danger  that  some  of  qa  evaluation  results 
will  be  inconclusive  if  qa  data  collection  methodology  is  not 
explicitly  specified  beforehand. 


CNO  Quality  Assurance  Requirements 


Process  Criteria 

(1)     Care  provided  to  enrollees  will  derive  from  a  care  plan 

established  by  the  provider.     The  care  plan  will  include  an 
assessment  and  an  evaluation  of  client's  functional  and 
physiological  status.     Reassessment  of  the  client's  health 
status  on  a  continual  basis  will  provide  data  for  periodic 
revision  of  the  care  plan.  F 


(2) 


(3) 


(4) 


(5) 


The  providers  will  document  all  patient  care  interventions 
Documentation  will  also  include  the  dates  of  the  initiation 
and  completion  of  the  treatment. 

The  provider  will  implement  a  risk  management  program  which 
meets  common  standards  of  practice.    The  program  will 
provide  for  the  review  of  unusual  occurrences  which  have  the 
potential  for  negative  client  outcomes,  and  will  stipulate 
the  corrective  action  measures  to  be  taken  when  necessary. 

Peer  review  mechanisms  will  be  implemented  at  each  CNO  site 
Results  of  the  peer  review  activities  will  be  utilized  to 
institute  appropriate  administrative  or  clinical  changes  as 
necessary. 

A  client  grievance  mechanism  will  be  implemented  to  receive, 
record  and  handle  all  enrollee  complaints  and  suggestions. 
The  mechanism  will  include  summary  reporting  of  changes  made 
in  supervisory  or  administrative  activity,  clinical  practice 
or  training  to  address  such  complaints. 

The  provider  will  conduct  a  periodic  assessment  of  CNO 
enrollee  and  care-giver  knowledge  of  condition (s ) , 
treatment,  desired  outcomes  and  follow-up  expectations.  The 
provider  will  carry  out  and  document  the  patient  and  care- 
giver education  provided. 


Outcome  Criteria 

(1)  CNOs  will  conduct  review  activities  which  monitor  and  assess 
the  appropriateness  and  circumstances  of  enrollee 
institutionalization  to  a  hospital  or  to  a  long  term  care 
facility. 

(2)  The  sites  will  be  required  to  conduct  systematic  and 
periodic  interviews  with  enrollees  and  exit  interviews  when 
members  disenroll  from  the  CNO  to  measure  client 
satisfaction 
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(6) 


(3)     Functional  health  status  indicators  will  be  developed  and 
measured  systematically  and  periodically. 

Structural  Criteria 

(1)  An  infection  control  program  will  be  implemented  which  meets 
common  standards  of  pracrice.     The  program  will  reporr  bv 
enrollee  and  by  aggregates  of  enrolles. 

(2)  CNOs  will  provide  for  and  document  mechanism(s)  which  assure 
the  protection  and  confidentiality  of  enrollee  records. 
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ESTIMATING  THE  COSTS  OF  CNO  SERVICES 


1-  IntrodtifTt;jTn 


A  review  of  the  potential  costs  of  the  Community  Nursing 
Organization  (CNO)  services  that  might  be  mandated  for  the 
demonstration  project  is  needed  for  HCFA  to  calculate  payment 
rates  for  CNO  services.    This  paper  will  provide  HCFA  with  cost 
estimates  drawn  from  the  literature  which  may  be  used  as 
guidelines  for  the  direct  service  costs  associated  with  CNO 
operations.    Case  management  cost  estimates  also  will  be 
presented  in  this  paper,  as  HCFA  is  presently  considering  whether 
case  management  services  should  be  incorporated  into  the  overall 
payment  rate. 


The  CNO  guidelines  specified  in  section  4079  of  Public  Law 
100-203  delineate  what  the  mandated  CNO  service  package  is  to  be: 

"(A)  Part-time  or  intermittent  care  furnished  by 
or  under  the  supervision  of  registered 
professional  nurses. 

(B)  Physical,  occupational  or  speech  therapy. 

(C)  Social  and  related  services  supportive  of  a 
plan  ambulatory  care. 

(D)  Part-time  or  intermittent  services  of  a  home 
health  aide. 

(E)  Medical  supplies  (other  than  drugs  or 
biological)  and  durable  medical  equipment 
under  the  plan  of  care." 

These  services  are  currently  covered  under  the  Medicare  home 
health  service  benefit.    Most  of  these  services  are  paid  for 
under  the  hospital  insurance  portion  (Part  A)  of  the  Medicare 
program.     Medical  supplies  and  durable  medical  equipment  (DME) 
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are  covered  under  the  supplemental  insurance  portion  (Part 
Medicare. 


B)  of 


Section  2  of  this  paper  presents  average  monthly  cost 
estimates  of  skilled  home  health  services.     In  addition,  the 
costs  of  non-skilled  home  health  related  services  are  also 
presented.     The  CNO  legislation  makes  it  clear  that  the  Secretary 
has  the  discretion  to  cover  other  non-Medicare  services  which 
prevent  institutionalization.    Although  non-skilled  home  health 
agency  related  services  such  as  homemaker  services,  personal 
care,  adult  day  care,  and  habilitation  services  are  likely  to  be 
optional  rather  than  mandated  services  under  the  CNO 
demonstration,  HCFA  will  be  responsible  for  approving  the  CNO's 
coverage  of  such  optional  services.    Therefore,  the  costs  of  non- 
skilled  services  when  combined  with  costs  of  skilled  services 
provide  an  upper  estimate  of  what  the  CNO's  costs  potentially 
could  be. 

Section  3  of  this  paper  focuses  on  the  cost  of  case 
management,  as  HCFA  is  considering  whether  case  management  should 
be  a  mandated  service  which  is  figured  into  the  CNO  capitated 
payment.     Case  management  refers  to  the  costs  associated  with 
planning  and  coordinating  patient  care  services.    Unlike  the  CNO- 
mandated  services,  case  management  is  an  indirect  rather  than  a 
direct  service. 

Before  discussing  the  direct  service  costs  and  the  case 
management  estimates,  it  is  necessary  to  review  the  bases  of 
these  estimates.    The  estimates  differ  according  to:  the  scope  of 
the  estimates  (eg.  whether  the  estimate  was  a  national,  statewide 
or  county  based  estimate),  the  sample  size,  the  major  sources  of 
reimbursement  for  these  long  term  care  costs,  the  target 
population  served  and  the  types,  intensity  and  mix  of  services 
covered.    Appendix  A  reveals  the  heterogeneity  of  these  studies. 
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This  lack  of  comparability  makes  it  impossible  to  arrive  at  an 
average  cost  estimate  across  all  of  the  demonstration  sites. 


2«  Direct  Servir<>  r?Cfc 


Table  1  lists  five  estimates  of  the  costs  of  skilled  home 
care  services.    Four  of  the  five  estimates  are  site-specific 
while  the  Ruther  and  Helbing  (1988)  estimate  is  based  on  national 
Medicare  home  health  service  reimbursement  data,     it  should  be 
noted  that  these  monthly  estimates  for  the  sites  are  based  on  per 
capita  costs  of  those  actually  utilizing  the  service.  These 
costs  are  therefore  substantially  larger  than  if  they  were 
divided  among  all  eligible  beneficiaries.    Only  the  data 
available  from  the  Ruther  and  Helbing  study  estimate  the  costs 
per  beneficiary.1 


When  the  skilled  home  health  services  are  examined  across 
the  sites,  a  certain  pattern  emerges.    The  bulk  of  the  services 
amongst  sites  may  be  attributed  to  home  health  aide  and  skilled 
nursing  care  services.    Despite  this  common  pattern,  the  cost 
estimates  (adjusted  to  1989  dollars)  range  widely,  from  $19  to 
$171.   (See  column  2  of  Table  1).    However,  the  $19  estimate  is 
significantly  less  than  all  of  the  other  estimates.     In  fact, 
this  estimate  is  $70  lower  than  the  next  lowest  estimate.  The 
$19  estimate  was  derived  from  the  average  costs  of  skilled  home 
health  services  reported  for  the  basic  model  sites  of  the 
Channeling  project.    The  basic  model  of  the  Channeling 
demonstration  project  was  designed  to  provide  only  a  minimal 
amount  of  additional  funding  for  both  direct  services  and  case 


1  Although  the  Ruther  and  Helbing  estimate  is  a  national 
estimate,  the  cost  analysis  of  direct  service  costs  includes 
site-specific  cost  estimates.    The  mix  and  intensity  of  skilled 

l?L  ti^nlT^SS  US6d  by  lhB  !it6S'  enroll*e  Populations  may 
to  be  similar  to  those  encountered  in  the  CNOs. 
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TABLE  1 


MONTHLY  DIRECT  SERVICE  COST  ESTIMATES 
(non-case  management  and  non-administrative  costs) 


Source 


Skilled 
Home 
Health 
Costs \_i 


Current      Non-  Current 
Skilled     Skilled  Non-Skilled 
Home  Home  and  Skilled 

Health        Health  Home 
Costs\_2    Costs\_3  Health 

Costs  \_2 


Channeling 
(1980-1984) 

Basic\_4 

.  Financial 

Worcester 
(1984)  \_5 

Arizona 
(1989)  \_6 

Ruther  and 
Helbing 
(1986) \_7 

per  client 
served 

per  enrollee 


$  14 
123 

64 


$  19 
171 

89 

95 


$  38 
485 

223 


$  53 
675 

310 

532 


94 

5 


131 
7 


Sources/Explanations : 

\_  1  Skilled  home  health  estimates  refer  to  skilled 
physical  therapy    occupational  therapy ^SaS^liSr 
social  services,  home  health  aide  services  and  durable  medical 
equipment.    These  types  of  services  are  covered  by  Medicare  and 
are  similar  to  CNO  mandated  services.  The  cost  estimates  In  Ihe 
table  above  (except  for  the  Ruther  and  Helbing  estimate! )  are 
based  on  per  client  served  rather  than  per  enrollee 
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Table  l  (con't.) 


\_2    Base  line  estimates  were  inflated  by  the  medical  care 
component  of  the  CPI-U.  The  following  annual  CPI-U  rates  were 
used  to  update  the  figures  to  1989:  1984-1985  (6.2%)  1985-iQRfi 

£;Hi;<198ri9r  (6-6%)'  i987-^s  (6.5%,  .Sd  imIIimJ  (7"!f 

to  lly  {Ib9)         °n         dnnUal  perecenta9e  ciian9e  form  May  1989 

strvi^r^hii^  service  c°sts  delude  such  services  as  homemaker 
services,  chore  services,  transportation  services,  companion 
bj^edicare      home-delivered  meal  services,  which  are  not  covered 

\_4    Thorton  et  al.    National  Lono  Term  rare  champing 
Demonstration.  Analysis^'  Pro^cg^  PlSigSgS,  New 

Jersey:  Mathematica  Policy  Research,  Inc.,  May  1986.  The 
Channeling  demonstration  employeed  two  different  models  which 
differ  by  level  of  funding  and  services.  The  basic  model  included 
??if^«LfUndlng  plus  a  saa11  ainount  of  gap  filling  dollars 
($250,000  per  year  shared  among  5  sites).    The  financial  control 
model  relied  on  an  expanded  set  of  public  financed  services  (l.oi 
million  dollars  per  year  shared  among  5  demonstration  sites) . 

H^!!0lf.e3  aK"A  Model  for         Integration  of  Community  Based 
6(4)     1986      C1      Services"'     Home  Health  Servir.»  o^^o^y, 

\_6      The  state  of  Arizona  estimates  are  from  their  health  care 
cost  containment  system.    These  estimates  were  prepared  by  the 
state  of  Arizona  for  their  1988-1989  Medicaid  demonstration 
waiver  request.  The  estimates  presented  above  are  skilled  and 
other  non-skilled  home  health  service  cost  estimates  for  home 
health  services  for  the  elderly  and  physically  disabled. 

\_7    Ruther,  M.  and  Helbing,  C.  "Use  and  Costs  of  Home  Health 
???"fy  ?efTiCeS  Und6r  Medicare"'   Health  Carp  Finanri™  P^-j^ 
10(1),  Fall  1988.     Both  the  per  client  served  and  per  enrollee 
estimates  are  presented.    A  telephone  conversation  with  C.Helbinq 
on  6/20/89  revealed  that  the  costs  estimates  include  DME 
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management.     Even  without  the  19  estimate,  however,  the  upper 
bound  remains  almost  two  times  higher  than  the  lower  bound. 

The  two  highest  cost  estimates  for  skilled  home  health 
services,  $131  and  $171,  may  be  more  reliable  because  they  are 
based  on  large  samples.    These  two  highest  estimates  also  include 
the  costs  of  DME.     m  this  latter  respect,  they  may  be  most 
comparable  to  the  CNO  mandated  service  package. 

All  of  the  sites  referenced  provided  a  broad  array  of 
services  in  addition  to  the  skilled  home  health  services,  m 
terms  of  direct  care  services,  all  of  the  sites  provided 
homemaker,  chore,  companion,  and  home  delivered  meals  to  the 
clients,    some  of  the  sites  provided  adult  day  care,  mental 
health  and  respite  care  as  well.  The  most  common  of  all  non- 
skilled  home  health  services  were  homemaker  services  and  home 
delivered  meals.     The  cost  of  all  of  these  additional  services  at 
each  site  increases  the  service  costs  substantially,  by  about 
three  to  six  times  the  amount  of  the  skilled  home  health  service 
costs.    Total  direct  service  cost  estimates,  excluding  the 
Channeling  basic  service  model,  range  from  $310  to  $675. 
Unfortunately,  it  is  not  possible  to  compare  the  costs  of  each 
of  the  non-skilled  services  across  sites  because  most  of  the 
studies  do  not  isolate  these  individual  service  costs. 

3*  Case  Management  and  Admin isl-^tive 

The  monthly  case  management  costs  of  the  four  comparison 
projects  are  presented  in  Table  2.    The  definition  of  case 
management  services  is  roughly  the  same  across  all  four  of  the 
projects,     case  management  services  include  the  costs  associated 
with  a  baseline  needs  assessment,  initial  care  planning  and 
ongoing  case  management.    The  Berkeley  Planning  Associate  (BPA) 
and  Channeling  project  estimates  also  include  case  finding  and 
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TABLE  2 


MONTHLY^CASE^AGEMENT  AND  ADMINISTRATIVE  COST  ESTIMATES 


Source 


Monthly 
Case 
Mang. 
Costs 


Channeling 
(1980-1984)  \_3 

Basic  $  68 

Financial  52 

Worcester  25 
(1984)  \_4 

BPA 

(1984)  \_5  102 
Arizona 

(1990)     \_6  62 


1989  Monthly 
Monthly  Adm. 
Case  Costs 
Mang. 
Costs 


$  95 
72 

35 

133 
86 


$  49 
63 

44 


47 


1989 
Adm. 
Costs 

\_1 


$  68 
88 

61 


65 


1989 

Total 

Costs 


$  163 
160 

96 

133 
131 


Sources/Explanations : 


projection  based  on  ectual  percentage  chanoefro^a"^^.  May 

iHd  ac2Sistratfvers.r5!c.eBbined  f«  °~  -»L-«t 

\_3    Thorton  et  al.  National  Tono  t»t^  rare  Channelling 
Demonstration.  Analysis  of  E^SjjfSSfc  Pl?iSb£o?  New 
Jersey:  Mathematica  Policy  Research    Inc  ,  May  1986  p  60  TheSe 
case  management  costs  are  the  average  of  costs  across  thi  blsil 
sites  and  the  financial  control  sitls.    This  es??ma?e  aUocatel 
period*  assessment  and  administrative  costs  over  a  l2-mon?h 
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Table  2  (con't.) 

^n.K0lf/o  al\"A  model  for  the  Integration  of  Community  Based 

vS^^Jf"    Services"'  Hwt  HMith  Saaia  QnnrmiY. 

V.5    These  estimates  were  provided  from  Berkeley  Planning 
Associates  in  their  analysis  of  5  case  management  programs.  The 
estimates  are  presented  in  Thorton  et  al.   (source  referred  to 
aDove) . 

\_6    The  state  of  Arizona  estimates  are  from  their  health  care 
cost  containment  system.    The  estimates  were  prepared  by  the 
state  of  Arizona  for  their  1988-1989  Medicaid  demonstration 
waiver  request.  The  estimates  presented  above  are  for  case 
management  and  administrative  services  for  the  elderlv  and 
physically  disabled.  y 
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outreach  services  in  addition  to  the  above  mentioned  case 
management  services.     In  Table  2,  administrative  costs  have  been 
separated  from  case  management  services.    Only  the  BPA  estimates 
of  $102   (1984)  and  $133   (1989)   for  case  management  services 
include  administrative  cost  as  part  of  case  management  services 
costs.    The  range  of  cost  estimates  for  case  management  services 
separately  is  between  $25  and  $102  per  month.    When  these 
estimates  are  adjusted  annually  by  the  medical  care  component  of 
the  CPI-U  to  account  for  inflation;  the  1989  estimates  range  from 
$35  to  $133  per  month.     If  case  management  costs  are  added  to  the 
costs  of  skilled  home  health  services  estimated  in  Table  L  case 
management  services  comprise  from  28%  (the  Worcester  project)  to 
83%  (Channeling  basic  service  model)  of  the  total  service  package 
costs. 

The  administrative  costs  associated  with  the  projects  ranged 
from  $44  to  $63,  which  corresponds  to  a  1989  estimate  of  $61  to 
$88.    The  administrative  costs,  however,  are  defined  differently 
among  the  different  sites.     Both  the  Channeling  and  the  BPA 
analyses  reported  allocating  the  administrative  costs  directly  to 
case  management  services  since  the  focus  of  these  projects  was  on 
case  management.    Although  the  BPA  estimate  does  not  disaggregate 
administrative  costs,  the  Channeling  analysis  provides 
information  with  which  to  disaggregate  these  estimates.  The 
Channeling  administrative  costs  are  30%  to  55%  of  the  combined 
total  for  case  management  and  administrative  costs.     In  the 
Worcester  and  Arizona  studies,  the  administrative  cost  estimates 
are  not  defined  as  being  allocated  specifically  to  case 
management  services.  Their  respective  total  administrative  costs 
are  43%  and  63%  of  the  combined  total  for  case  management  and 
administrative  costs. 


9 


hMlJinCe  ^  Mntiated  CN°  """"  "e  the  SMe  "  •«««»  »o» 
health  services,  the  estimates  of  skilled  home  heeith  service 

«sts  in  these  demonstrations  should  approach  the  costs  of  the 

minimal  cno  service  package.    The  direct  service  costs  estimates 

h!I?*rn,rTd  ^  a"re9"in"  the  =°"  01  all  of  the  skilled  home 
health  services.    The  total  costs  of  these  services  were  updated 
by  inflation  to  yield  1989  estimates  ranging  from  $89  to  $171 
(This  range  excludes  the  $19  estimate  from  the  Channeling  basic 
model  demonstration  project) . 

The  costs  of  non-skilled  home  health  care  services  cited  in 
the  literature  were  found  to  increase  the  total  costs  of  the 
skilled  service  package  by  4  to  6  times.     However,  the  majority 
of  these  services  are  likely  to  remain  optional  rather  than 
mandated  CNO  services. 

The  1989  monthly  cost  estimates  for  case  management  are 
estimated  to  range  from  $35  to  $133.     if  these  indirect  costs  are 
added  to  the  likely  costs  of  CNO  mandated  services,  the  total 
monthly  cost  estimates  for  CNO  services  may  be  between  $124  and 
$243.   (The  Channeling  basic  model  total  cost  of  $114  is  excluded 
because  its  cost  for  skilled  home  health  costs  is  extremely  low) . 

The  costs  discussed  above  are  based  on  the  number  of  clients 
served  rather  than  on  the  number  of  eligible  enrollees.  The 
overall  cost  per  number  of  clients  served  will  be  higher  than  the 
overall  cost  per  enrollee.    Ruther  and  Helbing  (1998)  estimated 
that  only  one  out  of  twenty  Medicare  beneficiaries  actually  used 
Medicare  home  health  agency  services  in  1986.    They  also 
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•«"»t.d  that  the  per  enrollee  direct  service  cost  for  1986 
5  dollars  per  month.  2 


was 


The  per  client  served  cost  estimates  for  skilled  home  health 
services  of  the  demonstration  sites  is  similar  to  the  Ruther  and 
Helbing  per  client  served  estimates  in  that  they  are  much  higher 
than  the  $5  dollar  per  enrollee  amount.     However,  unlike  the 
Ruther  and  Helbing  estimates,  these  studies  do  not  report  the 
size  percentage  of  their  "enrollee..  populations,     it  is  unlikely 
that  in  the  CNO  catchment  area  the  ratio  of  clients  served  to  the 
number  of  enrollees  served  would  resemble  the  Medicare  ratio  of  l 
client  served  per  20  enrollees.     Instead,  the  ratio  of  clients 
served  per  enrollee  is  likely  to  be  higher  because  CNOs  appear 
likely  to  attract  enrollees  who  have  a  higher  than  average  risk 
of  needing  home  health  services.     Perhaps,  30%  to  50%  of  the 
enrollees  might  end  up  using  CNO  home  health  services. 

Table  3  presents  a  sensitivity  analysis  of  the  skilled  home 
health  costs  given  differing  assumptions  of  enrollee  utilization 
of  home  health  services.    Two  adjustments  have  been  made  in 
making  these  costs  estimates.    The  first  is  that  the  enrollee 
service  estimates  are  based  on  a  range  of  $89  to  $171.  This 
corresponds  to  the  per  client  cost  for  skilled  home  health 
services  referred  to  in  Table  1.    The  -outlying.,  per  client 
skilled  home  health  service  cost  estimate  of  $19  is  not  used. 
The  other  adjustment  to  the  calculation  of  total  enrollee  cost 
estimates  has  been  made  to  the  range  of  estimated  case  management 
costs.    The  baseline  cost  estimate  for  case  management  services 
ranges  from  $35  to  $95.     In  this  case,  the  $133  case  management 


2  The  Ruther  and  Helbing  article  is  the  source  <5f  the  $8  oer 
enrollee  figure  to  which  Dr.  Rossiter  referred  at  the  CNO  TAP 
5F51??"    *ccordln9  to  Dr.  Rossiter-s  recollection,  he  raised  the 
$5  dollar  figure  to  $8  -for  good  measure-  and  to  make  \5  kite 
more  attractive  to  CNO  applicants. 
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(1) 

ent  Per  Enrol  lee 
:io  for  Skilled 
-»  Health  »ra 
>•  Management 

-vice* 


TABLE  3 

SENSITIVITY  ANALYSIS:  ESTIMATED  PER 
ENROLLEE  MONTHLY  COSTS  OF  SKILLED 
HOME  HEALTH  AND  CASE  MANAGEMENT  SERVICES 


(2) 

Par  Enrol lae 
Cost  for  Skilled 
Noma  Health  Services 

\  1 


(3) 

Per  Enrol  lee 
Cost  for  Case 
Nanagemem  Services 
Cost  \  2 


(4) 


Total  Costs 
Per  Enrol  lee 

\_3 


(5) 


Adjusted  Total 
Costs  per  Enrol  lee 

V* 


1:1 


LOW  HIGH  LOU  HIGH 

S  89.00     •    S  171.00         S  35.00  -       S  95.00 


LOW  HIGH 
S  124.00    •  $  266.00 


LOW 


NIGH 


$  97.40     •     $  19J.80 


1:3 


$  29.66     •    %   57.00         S  11.66  •       $  31.66 


S   41.32    •  $  88.66 


S  32.45     •     t  64.59 


1:4 


S   22.25     •    S  42.75         S   8.75  - 


$  23.75 


$    31.00    -  $  66.50  »  24.35     .      ,  ^  „ 


1:5 


S  17.80     •     S  34.20         S  7.00 


S  19.00 


$   24.80    •  $  53.20  %  19.48     -      $  M.76 


1:10 


t  8.90 


$  17.10 


$  3.50 


*  9.50 


*    12.40    -  S  26.60  S    9.74     -      $  19.53 


1:20 


S  4.45 


$  8.55 


*    1-75  -       $  4.75 


$     6.20    •  S  13.30  S  4.87 


S  9.69 


Per  enrol  lee  estimates  are  based  on  the  lower  and  upper  cost 
estimates  for  the  per  client  utiliiation  of  skilled  hone  health 
services.    These  low  and  high  estimates  ($89  and  $171)  are 
presented  in  Table  1.    (The  S89  figure  is  used  as  the 
lower  estimate  here  because  the  $19  figure  recorded  in 
Table  1  is  drastically  lower  than  all  of  the  other 
estimates.)    In  the  above  table  the  per  client  costs  for 
skilled  hone  health  services  are  divided  by  enroUee  utilization. 

Per  enrol  lee  estimates  for  cue  management  services  are  baaed 

on  the  lowest  cost  estimate  of  $35  presented  in  Table  2. 

The  $95  is  taken  to  be  the  highest  estimate  since  $133  figure 

in  Table  2  for  case  management  services  includes  administrative  cost. 

In  the  above  table,  client  case  management  costs  are 

divided  by  enrol  lee  utilization. 

Total  costs  are  enroll ee  costs  for  case 
management  and  skilled  home  heslth  services. 

The  adjusted  total  cost  per  enrol  lee  has  adjusted 
the  costs  of  esse  management  services  to  include 
only  the  costs  associated  with  the  case  management 
for  skilled  heme  health  services. 


cost  estimate  cited  in  Table  2  has  been  excluded  because  that 
estimate  also  includes  administrative  costs. 

The  sensitivity  analysis  presented  on  Table  3  assumes  that 
case  management  and  skilled  home  health  costs  vary  with  enrollee 
utilization  for  both  skilled  home  health  and  case  management 
services.    The  estimated  per-enrollee  cost  for  skilled  home 
health  services  ranges  from  $4.45  to  $8.55  if  the  ratio  of 
clients  served  per  number  of  enrollees  is  assumed  to  be  1:20. 
Case  management  costs  at  this  level  of  utilization  range  from 
$1.75  to  $4.75.    if  the  CNOs  experience  adverse  selection 
problems,  then  their  actual  enrollee  utilization  experience  may 
be  higher  than  the  Medicare  population.     For  example,  if  one 
client  is  served  for  every  five  enrollees,  the  skilled  home 
health  costs  range  from  $18  to  $34  and  the  case  management  costs 
rise  to  between  $7  and  $19. 

The  overall  total  cost  estimates,  however,  may  overestimate 
the  actual  case  management  costs  because  the  case  management 
costs  included  in  these  demonstration  were  the  costs  associated 
with  case  managing  both  skilled  and  non-skilled  home  health 
services.    The  final  costs  estimates,  presented  in  the  last 
column  of  Table  3,  adjust  total  costs  downward  to  cover  only  the 
case  management  costs  for  skilled  home  health  services.  The 
skilled  home  health  services  on  the  average  represented  24%  of 
the  skilled  and  non-skilled  service  costs  in  the  demonstration 
sites.   (This  average  excludes  figures  from  the  Channeling  basic 
model  sites).    The  -adjusted  total  per  enrollee"  in  column  5, 
therefore,  assumes  that  the  per  enrollee  case  management  costs 
were  24%  of  the  total  case  management  costs  for  skilled  and  non- 
skilled  home  health  services  presented  in  column  3  of  Table  3. 
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APPENDIX  A 
DESCRIPTION  OF  REFERENCES  FOR 
HONE  HEALTH  COST  ESTIMATES 


SAMPLE 

SAMPLE 

TARGET 

SERVICE 

EFERENCE 

CHARACTERISTICS 

SIZE 

REIMBURSEMENT 

POPULATION 

PACKAGE 

>i»nr>e  1  log 
1980  1984 ) 

10  demonstration  sites 

86-288  clients  served  per 
demonstration  sit*,  total 
1,687*  patients  served  by 
the  projecf 

Financial  control  model 
Medicare  60  percent/40 
percent  Medicaid.  Basic 
Model  -  HNS  grant  85 
percent,  IS  percent 
private 

Elderly  65*  at  risk 

for  institutionalization 

Case  management ,  Medicare 
services  including  DME,  and 
non-Medicare  services 

jrcester 
1984) 

One  site 

33  clients 

Grant -Massachusetts 

Department  of  Elder  Affairs 

60*  Medicaid  eligible 

Medicare  and  non-Medicare 
services 

•rkeley  Planning  5  demonstration 

.sociates  sites 

"8*)                       'BPA  sites  analyzed 

■New  York  Homecare 
(1984) 

Medicare  waiver 

Medicare  Part  ■  eligible 

Case  management  and  non- 
Medicare  services 

•On  Lok 
(1954) 

Medicare  waiver 

55*  SNF/ICF  eligible, 

90  percent  clients  Medicare 

eligible 

Medicare  and  non-Medicare 
services 

•Project  open 
(1983) 

Medicare  waiver 

Medicare  Part  A/8 

Case  management.  Medicare 
covered  and  SNF  services 

•South  Carol ina 
( 1984) 

Medicare/Medicaid  waiver 

18*.  Medicaid  eligible, 
sever  I y  disabled 

Case  management ,  Medicare  and 
non-Medicare  services 

*San  D  logo  County 
( 1984) 

Medicare  waiver 

65  ♦ 

Case  management  and  non- 
Medicare  covered  services 

tEFEREMCE 


SAMPLE 

CHARACTERISTICS 


SAMPLE 
SIZE 


REIMBURSEMENT 


TARGE  I 
POPULATION 


SERVICE 
PACKAGE 


\riiona 
1989) 


State  wide  ettimtc 


1.252  client* 


Medicaid  waiver 


Elderly/physically  dUabled  Medicare  service*  and  non- 

Medicare  covered  cervices 


tuther  and 
lebling  (1986) 


National  estimate 


1,660,000* 


Medicare 


Medicare  eligible 


Medicare  Part  A  service* 
and  DME 


lote:    All  Medicare  cervices  are  defined  as  Medicare  Part  A 
hone  health  services  unless  otherwise  specified.  ONE 
and  SNf  uti liiation  is  specified  when  included. 

*  Estimate  of  the  total  nuaber  of  user*  of  the  Medicare  home  health 

benefit  in  calendar  year  1986.    HCFA  sources  Indicate  the 

total  rentier  of  Medicare  beneficiaries  using  home  health 

for  1987  was  1.56  million.    This  figure  is  likely  to 

increase  by  1989  in  response  to  the  more  liberal 

coverage  under  the  Catastrophic  legislation  and  the  new 

HCfA  f.l.  guidelines  with  respect  to  denial  of  claims, 

effective  1  July,  1989. 
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Section  1  -  General  Information 


A.  Introduction  to  the  Community  Nursing  Organization  Demonstrations 

Tie  Health  Care  Financing  Administration  (HCFA)  is  required  to  implement 
the  Community  Nursing  Organization  (CNO)  Demonstration  in  response  to 
Section  4079  of  the  Omnibus  Budget  Reconciliation  Act  of  1987  (OBRA  87), 
P.L.  100-203,  and  to  conduct  demonstration  projects  with  not  less  than  four 
organization  sites  to  furnish  community  nursing  and  ambulatory  care  services 
■^primarily  home  health  services  meeting  Medicare  criteria  with  the  exception  of 
physician  authorizatiori  medical  devices  and  durable  medical  equipment,  and 
certain  ambulatory  cafe  services)jto  Medicare  beneficiaries  who  reside  in  the 
geographic  area  served  by  the  organization  site  and  who  voluntarily  enroll  with 
the  CNO.  Payment  is  on  a  prepaid  capitated  basis. 

The  legislation  specifies  that  CNOs  will  operate  under  at  risk  or  other  cost 
limiting  arrangements.  HCFA  will  issue  separate  monthly  capitation  payments  to 
CNOs  for  the  health  services  furnished  to  Medicare  beneficiaries.  These 
capitation  payments  will  be  made  under  separate  demonstration  provider 
participation  agreements  between  the  CNOs  and  HCFA.  The  demonstration  is 
scheduled  to  operate  36  months. 

B.  Participating  Sites  and  States 

The  four  sites  participating  in  the  CNO  demonstration  are: 

Carle  Clinic  Association 

307  East  Oak,  #3 

P.O.  Box  718 

Mahomet,  Illinois  61853 

Contact  Person:  Cheryl  Schraeder,  Ph.D.,  RN 

Phone:  (217)  586-5419 

FAX:  (217)586-5298 
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Participating  CNO  Demonstration  sites  should  contact  DRDSS  with  any 
questions  regarding  patient  eligibility,  cost  reporting  and  reimbursement 
DRDSS  reserves  the  right  to  alter  or  amend  this  manual,  if  warranted. 
Participating  sites  will  be  given  30  days  advance  written  notice  of  any  such 
changes. 

D.         Procedures  for  Contacting  DRDSS 
1.      Mailing  Address 

When  transmitting  any  materials  to  DRDSS  through  the  regular  mail, 
please  allow  four  to  five  days  for  delivery  and  send  to  the  address  shown 
below: 

Health  Care  Financing  Administration 
Office  of  Research  and  Demonstrations 
Division  of  Research  and  Demonstrations 

Systems  Support 
P.O.  Box  11972 

Baltimore,  Maryland  21207-0972 

When  transmitting  any  materials  to  DRDSS  via  any  form  of  overnight  mail 
service  for  quick  delivery,  please  send  to  the  address  shown  below: 

Health  Care  Financing  Administration 
Office  of  Research  and  Demonstrations 
Division  of  Research  and  Demonstrations 

Systems  Support 
6340  Security  Boulevard 
Room  l-G-6  Oak  Meadows  Building 
Baltimore,  Maryland  21207 

When  transmitting  any  materials  to  DRDSS  via  FAX  service,  our  number 
is  (410)  966-5768. 
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Section  2  -  Covered  Services 


A.  General 

The  covered  services  under  the  Community  Nursing  Organization  Demonstration 
(CNO)  will  include  the  "community  nursing  and  ambulatory  care  services" 
specified  in  OBRA-87.  These  services  consist  of  (1)  mandatory  services,  for 
which  the  Medicare  capitation  payments  represent  full  payment  to  the  CNO,  and 
(2)  optional  services  for  which  the  CNO  may  charge  enrollees  an  additional 
premium  or  payment  Because  the  Medicare  capitation  payments  for  mandatory 
services  are  calculated  to  be  actuarially  equivalent  to  Medicare  expenditures  for 
these  services  in  the  absence  of  a  demonstration,  the  definitions  of  the 
mandatory  services  correspond  with  the  existing  Medicare  definitions  of  these 
services  with  the  exception  that  Medicare  home  health  may  be  provided  under  a 
nurse  authorized  plan  of  care. 

Service  Related  Development  Costs  will  be  reimbursed  on  a  cost  basis.  These 
costs  include  marketing,  enrollment  and  financial  planning  expenditures  incurred 
specifically  for  the  CNO  Demonstration.  The  expenses  are  reimbursable  for  a 
period  not  to  exceed  the  first  12  months  of  operation  of  the  demonstration. 
Total  allowable  reimbursement  cannot  exceed  the  amount  of  the  budget 
approved  by  the  project  officer. 

B.  Mandatory  Services 

HCFA  capitation  payments  to  a  CNO  for  its  Medicare  enrollees  constitute  full 
payment  for  mandatory  community  nursing  and  ambulatory  care  services.  CNOs 
must  furnish  to  their  Medicare  enrollees,  either  directly  or  through  arrangements 
with  others,  all  of  the  mandatory  services  specified  below,  to  the  extent  that: 

(1)  enrollees  are  entitled  to  those  services  under  Medicare;  and 

(2)  the  services  are  available  to  Medicare  beneficiaries  who  reside  in  the 
CNO's  geographic  area.  (The  services  are  considered  available  if  sources 
are  located  within  the  CNO's  geographic  area.) 

The  definitions  set  out  below  include  references  to  appropriate  sections  of  the 
Code  of  Federal  Regulations  (CFR),  Title  42:  Public  Health,  where  these 
services  are  further  defined.  Medicare  coverage  criteria  and  limitations 
applicable  to  these  services  also  are  described  in  more  detail  in  HCFA 
publications  such  as  the  Outpatient  Physical  Therapy  and  Comprehensive 
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b.  Durable  medical  equipment  as  defined  in  42  CFR  410.38,  to  be  used 
in  the  patient's  home. 

c.  Ambulance  services  as  defined  in  42  CFR  410.40,  when: 

medically  necessiry  because  other  means  of  transportation 
would  endanger  the  beneficiary's  health; 

the  enrollee  is  not  a  hospital  inpatient;  and 

the  transportation  is  not  by  air  or  water. 

d.  Outpatient  physical  therapy  services  as  defined  in  42  CFR,  410.60, 
provided  by  or  under  the  supervision  of  a  licensed  physical  therapist 
who  meets  the  qualifications  specified  in  42  CFR  405.1702(d). 

e.  Outpatient  speech  pathology  services  as  defined  in  42  CFR  410.62, 
provided  by  a  licensed  speech  pathologist  who  meets  the 
qualifications  specified  in  42  CFR  405.1702(k). 

f.  Medical  supplies  (other  than  drugs  and  biologicals)  furnished  while 
an  enrollee  is  under  a  plan  of  care,  if  the  supplies  are  of  the  type 
that  are  commonly  furnished  in  a  physician's  office  or  clinic  and  are 
commonly  furnished  either  without  charge  or  included  in  the 
physician's  or  clinic's  bill. 

g.  Services  furnished  by  a  clinical  psychologist  who  meets  the 
qualifications  specified  42  CFR  417.416(d)(2  (i)  through  (iii),  or  a 
clinical  social  worker  as  defined  in  section  1861  (hh)  of  the  Social 
Security  Act,  as  well  as  services  and  supplies  furnished  as  an  incident 
to  their  services. 

h.  Part-time  or  intermittent  nursing  care  and  related  medical  supplies 
(other  than  drugs  and  biologicals)  furnished  by  a  registered 
professional  or  licensed  practical  nurse  employed  or  under 
arrangement  with  a  Medicare  certified  rural  health  clinic. 

i.  Certain  other  related  services  listed  in  section  1915  (c)(4)(B)  of  the 
Act  For  purposes  of  the  CNO,  case  management  a  1915  (c)(4)(B) 
service,  must  be  provided.  It  is  defined  as  services  which  assist 
enrollees  in  gaining  access  to  and  coordinating/approving  utilization 
of  needed  medical,  social,  educational  and  other  services.  In  the 
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are  ancillary  to  the  tasks  described  above.  These  services  must  be 
provided  to  enrollees  in  their  homes  by  a  home  health  aide  who  meets  the 
requirements  specified  in  42  CFR  484.4,  under  the  supervision  of  J 
registered  nurse. 

3.  Personal  care:  assistance  with  an  enrolh  :e's  eating,  bathing,  dressing, 
personal  hygiene,  and  activities  of  daily  living.  This  service  includes  meal 
preparation  but  not  the  cost  of  the  meals.  This  service  may  also  include 
such  housekeeping  chores  as  bed  making,  cleaning,  shopping,  or  escort 
services  which  are  essential  to  the  health  and  welfare  of  the  enrollee. 
Personal  care  workers  shall  meet  such  standards  of  education  and  training 
as  are  established  by  the  State  for  the  provision  of  these  activities. 

4.  Adult  day  health  care:  services  furnished  4  or  more  hours  per  day  on  a 
regularly  scheduled  basis,  for  one  or  more  days  per  week,  in  an  outpatient 
setting,  encompassing  both  health  and  social  services  needed  to  ensure  the 
optimal  functioning  of  the  client  Meals  provided  as  part  of  these  services 
shall  not  constitute  a  "full  nutritional  regimen"  (three  meals  per  day). 

5.  Habitation  services:  services  designed  to  assist  individuals  in  acquiring, 
retaining  and  improving  the  self-help,  socialization,  and  adaptive  skills 
necessary  to  reside  successfully  in  home  and  community  settings.  This 
service  includes: 

a.  Residential  habitation:  assistance  with  acquisition,  retention,  or 
improvement  in  skills  related  to  activities  of  daily  living,  such  as 
personal  grooming  and  cleanliness,  bed  making  and  household 
chores,  eating  and  the  preparation  of  food,  and  the  social  and 
adaptive  skills  necessary  to  enable  the  enrollee  to  reside  in  a  home 
or  community  setting.  This  service  does  not  include  costs  associated 
with  room  and  board;  facility  maintenance,  upkeep,  or  improvement; 
or  routine  care  and  supervision. 

b.  Day  habitation:  assistance  with  acquisition,  retention,  or 
improvement  in  self-help,  socialization  and  adaptive  skills  which 
takes  place  in  a  non-residential  setting,  separate  from  the  home  or 
facility  in  which  the  recipient  resides.  Services  should  normally  be 
furnished  4  or  more  hours  per  day,  on  a  regularly  scheduled  basis, 
for  1  or  more  days  per  week,  unless  provided  as  an  adjunct  to  other 
day  activities.  Day  habilitarion  services  should  focus  on  enabling  the 
enrollee  to  attain  or  retain  his  or  her  maximum  functional  level. 
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Section  3  •  Eligibility/Enrollment  Requirements 


A.         Eligibility  Requirements 

The  Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations,  Division  of  Research  and  Demonstrations  Systems  Support 
(DRDSS)  will  verify  the  Medicare  eligibility  conditions  set  forth  in  each 
Community  Nursing  Organization  (CNO)  site's  protocol.  The  eligibility 
requirements  are  as  follows: 

•  residence  in  the  CNO  demonstration  service  area 

•  coverage  under  Medicare  Hospital  Insurance  (Part  A) 

•  coverage  under  Medicare  Medical  Insurance  (Part  B) 

•  not  currently  enrolled  in  a  risk  based  Health  Maintenance  Organization 
(HMO) 

•  not  medically  diagnosed  with  End  Stage  Renal  disease  condition 

•  not  a  hospice  enrollee 

•  not  a  United  Mine  Worker  retiree 

All  of  the  conditions  for  eligibility  must  be  satisfied  to  confirm  patient's 
enrollment  in  the  CNO  Demonstration. 

The  eligibility  requirements  can  be  verified  prior  to  enrollment  by  contacting 
DRDSS.  Two  different  methods  can  be  used  to  verify  the  information.  One 
method  is  to  use  the  Medicare  Inquiry  for  Eligibility  form  (see  Exhibit  la). 
Complete  and  fax  the  information  to  DRDSS. 

The  other  method  is  to  send  an  ASCII  data  file  on  a  3.5  inch  disk  using  the 
record  specifications  provided  (see  Exhibit  lb).  Verifications  and  discrepancies 
will  be  completed  and  forwarded  within  three  working  days  from  receipt  of  the 
inquiry  information. 

Remember  that  these  are  optional  procedures  to  help  eliminate  the  enrollment 
of  ineligible  patients. 
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Late  Receipt 


Late         Early  Late 


(After  6 
Months) 


Beneficiary  signs 


On  Time    Receipt     Ass'mnt  Ass'mnt 
Example  1  Example  2  Example  3  Example  4 
01/20/94     01/16/94     01/03/94  01/28/94 


Example  5 
01/28/94 


agreement 

Effective  enrollment 

02/01/94 

02/01/94 

02/01/94 

02/01/94 

02/0  V94 

1st  reassessment  due 

07/31/94 

07/31/94 

07/31/94 

07/31/94 

07/31/94 

July  reimbursement 

08/01/94 

08/01/94 

08/01/94 

08/01/94 

08/01/94 

liability,  old  group  category 

Date  of  reassessment 

07/16/94 

08/20/94 

07/14/94 

09/03/94 

07/25/94 

1st  reassessment 

08/15/94 

09/15/94 

07/15/94 

09/15/94 

02/15/95 

notification 

August  reimbursement 

09/01/94 

09/01/94 

09/01/94 

liability,  old  group 

[4] 

[1]    Reassessment  was  made  timely  but  not  received  by  DRDSS  in  time  to  affect 
reimbursement  liability  for  August  Therefore  the  September  reimbursement 
liability  will  reflect  both  the  correct  monthly  amount  and  a  retroactive 
adjustment  for  August  if  the  group  category  changed. 

[2]  Reassessment  was  early  (15  days  before  6  month  reassessment  date)  and  the 
beneficiary  reimbursement  liability  if  the  group  category  changes  will  not  be 
affected  until  August 

[3]    Reassessment  was  too  late  (30  days  after  6  month  reassessment  date)  and 
enrollee  was  terminated  effective  7/31/94.  Patient  must  be  reenrolled.  The 
August  reimbursement  liability  will  be  recouped. 

[4]     Reassessment  was  made  timely  but  information  was  not  received  by  DRDSS 
within  the  6  month  time  frame.  Enrollee  is  terminated  and  must  be  reenrolled. 
The  August  reimbursement  liability  will  be  recouped  and  no  other  retroactive 
adjustments  are  made. 
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category 

August  reimbursement  09/01/94 
liability,  new  group  category 
September  reimbursement  10/01/94 
liability,  new  group  category 


10/01/94 
[1] 


09/01/94 
[2] 


10/01/94 


s 


•  enrollment  in  a  risk  based  HMO 

•  institutionalization  for  60  consecutive  days 

•  hospice  enrollee 

•  medically  diagnosed  with  End  Stage  Renal  Disease 

i     late  assessment  or  late  notirjcatiaii  c<  reassessmell 

HCFA's  payment  of  CNO  premium  will  cease  the  month  after  a  Medicare 
enrollee  is  disenrolled.  The  enrollees  are  eligible  to  re-enroll  in  the  CNO 
Demonstration  if  they  reestablish  residence  within  the  CNO's  service  area  or 
alter  other  conditions  that  resulted  in  disenrollment,  although  the  CNO  may 
propose  reasonable  time  periods  before  a  beneficiary  is  permitted  to  re-enroll. 

D.         DRDSS  Data  Specifications 

Using  the  record  specification  as  shown  in  Exhibit  II  at  the  end  of  this  section, 
the  information  is  required  to  be  submitted  on  a  3.5  inch  disk  in  ASCII  file 
format  from  the  CNO  sites  by  the  fifteenth  of  the  month. 

Please  submit  separate  data  files  for  new  and  reassessed  enrollees  as  one  file, 
disenrollees  as  another  file  and  corrected  or  changed  enrollees  which  as  a  third 
file  will  result  in  retroactive  adjustment  payments). 


Use  Chart  I  payment  Method  B  to  determine  and  verify  group  categories  for 
CN02-AZ,  CN03-MN,  and  CN04-NY  and  use  Chart  II  payment  Method  A  for 
CNOl-IL. 


Following  the  aforementioned  guidelines,  the  eligibility  for  enrollment  data  files 
should  be  sent  to  the  address  shown  below: 


E. 


Submittal  of  Eligibility  for  Enrollment  Data  Files 


Health  Care  Financing  Administration 
Office  of  Research  and  Demonstrations 
Division  of  Research  and  Demonstrations 


Systems  Support 


P.O.  Box  11972 

Baltimore,  Maryland  21207-0972 
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CHART  I 


GROUP  CATEGORIES  FOR  SITES 

ACTIVITY  OF  DAILY  LIVING  (ADL)  *  CN02-AZ 

CN03-MN 
CN04-NY 


LEVEL  1 


0-5 

HHA  VISITS  •* 
6-12 

13-30 

>30 

AGE 

SEX 

AGE-SEX 

AGE-SEX 

AGE-SEX 

GROUP 

M 

F 

COMBINE 

COMBINE 

Less  than  70 

A10 

A15 

70-74 

A11 

A16 

75-79 

A12 

A17 

B10 

C10 

D10 

80-85 

A13 

A18 

Greater  than  85 

A14 

A19 

LEVEL  2 

Less  than  70 

A20 

A25 

70-74 

A21 

A26 

75-79  • 

A22 

A27 

B20 

C20 

D20 

80-85 

A23 

A28 

Greater  than  85 

A24 

A29 

LEVEL  3 

Less  than  70 

A30 

A35 

70-74 

A31 

A36 

75-79 

A32 

A37 

B30 

C30 

D30 

80-85 

A33 

A38 

Greater  than  85 

A34 

A39 

CHART  II 


GROUP  CATEGORIES  FOR  SITE  CN01-IL 


HHA  VISITS  *• 

fi-12  13-30 

W^   1  Cm                                      1  0  WW 

>30 

^  WW 

AGE 

SEX 

OLA 

AGE-SEX  AGE-SEX 

nuilv  wfc^\  nut.  wla 

AGE-SEX 

GROUP 

M 

p 

COMBINE  COMBINE 

W^/l  Wl       MIL     WWI»t  WM  «  L. 

Less  than  70 

A10 

A15 

70-74 

A11 

A16 

75-79 

A12 

A17 

B10  C10 

D10 

80-85 

A13 

A18 

Greater  than  85 

A14 

A19 

e: 

Definition  and  determination  of  activity  of  daily  living  (ADL)  category  level 

An  enrollee  has  a  limitation  in  an  activity  of  daily  living  (ADL)  if  the  cnrollee  needs 
hands-on  assistance  to  perform  the  ADL,  There  are  five  ADLs  used  to  determine 
the  number  of  ADL  limitations  for  an  enrollee:  eating,  toileting  transferring,  bathing, 
and  dressing.  Level  1  is  a  person  with  0  or  1  ADL,  Level  2  is  a  person  with  2 
ADLs.  Level  3  is  a  person  with  3  or  more  ADLs. 

An  enrollee  must  have  the  ADL(s)  limitation  at  the  time  of  assessment  or 
reassessment  to  be  considered  to  have  a  functional  limitation. 

Definition  and  determination  of  HHA  visits  category  group    (See  Section  2.B.1 ) 

Home  health  visits,  meeting  the  Medicare  criteria  with  exception  of  physician 
authorization,  received  in  the  six  months  prior  to  the  assessment  or  reassessment. 
For  the  initial  enrollment,  the  number  of  Medicare  home  health  visits  is  determined 
by  enrollee  self-reporting.  For  reassessments,  the  number  of  Medicare  home  health 
visits  will  be  determined  from  CNO  site  utilization  data. 


MEDICARE  INQUIRY  FOR  ELIGIBILITY 

HEALTH  CARE  FINANCING  ADMINISTRATION 
OFFICE  OF  RESEARCH  AND  DEMONSTRATIONS 
OFFICE  OF  OPERATIONS  SUPPORT 
DIVISION  OF  RESEARCH  AND  DEMONSTRATIONS  SYSTEMS  SUPPORT 


FAX  Number  (410)  966-5768 

Demonstration:  .   Date  Requested:. 

•Requestor's  name:   Site  Name:  

Requestor's  Telephone  Number   Site  State:  


Provide  as  much  of  the  following  information  as  possible: 


Medicare  Number 

last  Name 

First  Name 

M.l. 

oate  or 
-Birth 

City/Town 

HCFA 
USE  ONLY 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

(10/93) 


RECORD 

SPECIFICATION 

FILE  NAME:  RHOO . §DCN7520 .ENTF . INQ 

Eligibility  Inquiry  Before 
Enrollment 

DATE:  11/15/93 

SYSTEM  IDENTIFICATION:  Community  Nursing 
Organization 

CONTACT:  Barbara  J 
(410)  966-6547 

rohnston 

FTFT,D  NAME 

PICTURE 
TP  SZ  US  DEC 
SIZE 

POSITION 

CONTENTS  /  REMARKS 

BEG 

END 

SITEID 

X  4 

1 

4 

Site  Identification 
CNOl  -  Carle  Clinic,  IL 
CN02  -  Carondelet,  AZ 
CN03  -  Living  at  Home/ 

Block,  MN 
CN04  -  Visiting  Nurse 

Service,  NY 

MEDCNO 

X  12 

5 

16 

Medicare  Identification 
Number 

LNAME 

X  15 

17 

31 

Last  Name  of  Beneficiary 

FNAME 

X  10 

32 

41 

First  Name  of  Beneficiary 

MI 

X  1 

42 

42 

Middle  Initial  of 
f iciary 

Bene- 

DOB 

9  8 

43 

50 

Date  of  Birth 
(Format  MMDDYYYY) 

SEX 

X  1 

51 

51 

Sex 
M  -  Male 
F  ■  Female 

NOTE:  Omit  all  sp 
All  alpha  c 

ecial  characte 
haracters  must 

rs  in 
be  in 

data 

upper 

fields, 
case. 

TP  «  TYPE 
A  ■  Alphabet 
X  ■  AlphaNumeric 
9  ■  Numeric 

SZ  *  Number  of  Positions 
S  -  Sign 

V  -  Assumed  Decimal 

US  -  Usage 
b  ■  Display 

H  or  C  -  C  Comp  (binary) 
C3  «  Comp- 3  Packed 
Decimal 
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RECORD 

SPECIFICATION 

FILE 

NAME:  RH00.eDCN7520.ENTF.MONIP 

MONTHLY  INPUT  OF  ENROLLMENT 

DATE:  01/10/94 

SYSTEM  I NDENT I F I CATI ON :  Community  Nursing 
Organization 

CONTACT:  Barbara  Johnston 
(410)  966-6547 

FIELD 

NAME 

PICTURE 
TP  C7  itg  nrr 

POSITION 

CONTENTS  /  REMARKS 

SIZE 

BEG 

END 

SITEID 

X 

4 

1 

4 

Site  Identification 
CNOl  -  Carle  Clinic,  IL 
CN02  -  Carondelet,  AZ 
CN03  -  Living  at  Home/ 

Block,  MN 
CN04  -  Visiting  Nurse 

Service,  NY 

MEDCNO 

X 

12 

5 

16 

Medicare  Identification 
Number 

LNAME 

X 

15 

17 

31 

Last  Name  of  Benef j 

.ciary 

FNAME 

X 

10 

32 

41 

First  Name  of  Beneficiary 

MI 

X 

1 

42 

42 

Middle  Initial  of  I 
f iciary 

Jene- 

DOB 

9 

8 

43 

50 

Date  of  Birth 
(Format  MMDDYYYY) 

SEX 

X 

1 

51 

51 

Sex 
M  ■  Male 
F  ■  Female 

DOE 

9 

8 

52 

59 

Date  of  Enrollment 
of  Reassessment 
(Format  MMDDYYYY) 

or  Date 

Date  of  enrollment  is  the 
first  day  of  the  month 
following  the  signed  con- 
sent.   Date  of  reassess- 
ment is  the  day  of 
reassessment 

TP  = 
A  = 
X  = 
9  « 

TYPE 

Alphabet 

AlphaNumeric 

Numeric 

SZ  « 
S  = 
V  « 

Number  c 

Sign 

Assumed 

f  Positions 
Decimal 

US  *  Usage 
b  *  Display 

H  or  C  ■  C  Comp  (binary) 
C3  *  Comp- 3  Packed 
Decimal 
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RECORD  SPECIFICATION 


FILE  NAME:   RHOO . @DCN7520 . ENTF .MONIP 

MONTHLY  INPUT  OF  ENROLLMENT 


DATE:  01/10/94 


SYSTEM  IDENTIFICATION:  Community  Nursing 
Organization 


CONTACT:  Barbara  Johnston 
(410)  966-6547 


FIELD  NAME 


PICTURE 
TP  SZ  US  DEC 
SIZE 


POSITION 


CONTENTS  /  REMARKS 


BEG 


END 


ASMTNO 


GRPCAT 
CAT1 


CAT  2 


X 
X 


3 
1 


60 


60 


61 
61 


63 
61 


Assessment  Number 

0  -  Initial  enrollment 

1  =  1st  6  month  assess- 

ment from  date  of 
enrollment 

2  =  2nd  6  month  assess- 

ment from  date  of 
enrollment 

3  =  3rd  6  month  assess- 

ment from  date  of 
enrollment 

4  ■  4th  6  month  assess- 

ment from  date  of 
enrollment 

5  ■  5th  6  month  assess- 

ment from  date  of 
enrollment 

6  =  6th  6  month  assess- 

ment from  date  of 
enrollment 


Group  Category 


62 


62 


CAT1 
A 
B 
C 
D 

CAT2 

1 
2 
3 


HHA  Visits 
0-5  VIS 
6-12  VIS 
13  -  30  VIS 
31  +  VIS 

Activity  of  Daily 

Living 
Level  1 
Level  2 
Level  3 


TP  «  TYPE 
A  ■  Alphabet 
X  =  AlphaNumeric 
9  "  Numeric 


SZ  ■  Number  of  Positions 
S  =  Sign 

V  ■  Assumed  Decimal 


US  ■  Usage 
b  ■  Display 
H  or  C  =  C  Comp  (binary) 
C3  *  Comp- 3  Packed 
Decimal 
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RECORD  SPECIFICATION 


FILE  NAME:  RHOO . GDCN7520 .ENTF.MONIP 

MONTHLY  INPUT  OF  ENROLLMENT 


DATE:  01/10/94 


SYSTEM  IDENTIFICATION:  Community  Nursing 
Organization 


CONTACT:  Barbara  Johnston 
(410)  966-6547 


FIELD  NAME 


PICTURE 
TP  SZ  US  DEC 
SIZE 


POSITION 


CONTENTS  /  REMARKS 


BEG 


END 


CAT  3 


63 


63 


CAT  3 
0 
1 
2 
3 
4 
5 
6 
7 
8 
9 


Age  - 

69  - 

70  -  74 
75  -  79 
80  -  85 
86  + 

69  - 

70  -  74 
75  -  79 
80  -  85 
86  + 


Sex 

Male 

Male 

Male 

Male 

Male 

Female 

Female 

Female 

Female 

Female 


DODE 
REAS 


9  8 
9  2 


64 


72 


71 


73 


Date  of  Disenrollment 
Format  (MMDDYYYY) 


Reason  for  Disenrollment 
01  *  Voluntary  withdrawal 
Death 
Relocation 
Termination  from 

Medicare  coverage 
Refusal  of  services 
or  incompliacne  with 
the  CNO  plan  of  care 
HMO  enrollment 
Institutionalization 
for  60  +  consecutive 
days 
Hospice 
ESRD 

Late  date  or  receipt 

of  reassessment 
Other 


02 
03 
04 

05 


06 
07 


08 
09 
10 


FILLER 


74 


80 


11  - 


Spaces 


TP  ■  TYPE 
A  *  Alphabet 
X  =  AlphaNumeric 
9  =  Numeric 


SZ  =  Number  of  Positions 
S  =  Sign 

V  -  Assumed  Decimal 


US  ■  Usage 
b  ■  Display 

H  or  C  »  C  Comp  (binary) 
C3  «  Comp-3  Packed 
Decimal 
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Section  4  -  Processing  and  Notification  of  Eligibility  and  Payment 

A.  General 

The  Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations,  Division  of  Research  and  Demonstrations  Systems  Support 
(DRDSS)  will  process  and  verify  Medicare  entitlement  for  all  participants  and 
provide  reports  of  information  each  month  to  all  sites. 

B.  Notification  of  Eligibility  for  Enrollment 

If  the  information  received  and  processed  (see  Section  3,  Part  D)  satisfies  the 
eligibility  requirements,  then  the  patient  data  will  be  added  to  an  enrollment 
history  file.  Enrollments  are  effective  on  the  first  day  of  the  calendar  month 
following  the  signing  date  of  the  enrollment  agreement  provided  that  all  the 
eligibility  requirements  are  met 

When  information  is  received  regarding  disenrollment  of  a  patient,  then  these 
data  will  be  updated  in  the  enrollment  history  file.  Disenrollments  for  payment 
purposes  are  effective  the  last  day  of  the  calendar  month  in  which  the  participant 
is  disenrolled.  Community  Nursing  Organization  (CNO)  services  can  not  be 
provided  after  the  effective  date  of  disenrollment 

The  monthly  enrollment  and  disenrollment  information,  which  must  be  received 
by  DRDSS  by  the  fifteenth  of  the  month,  will  be  recorded  and  reported  back  to 
each  site  by  the  twenty-fifth  of  the  same  month.  In  addition,  a  report  will  be 
generated  to  reflect  all  updated  enrollment  history  information.  If  there  are  any 
questions  concerning  the  information  on  these  lists  (see  Exhibit  III  and  TV), 
please  notify  DRDSS. 

C.  Notification  of  Ineligibility 

If  the  information  received  and  processed  (see  Section  3,  Part  D)  does  not 
satisfy  the  eligibility  requirements,  then  the  data  are  recorded  on  a  reject  report 
and  mailed  to  each  site  by  the  twenty-fifth  of  the  same  month.  Upon  receipt  of 
the  reject  report,  the  demonstration  site  should  carefully  review  all  relevant 
information  to  ensure  that  the  information  was  submitted  correctly.  If  the 
submitted  information  was  correct  and  did  not  satisfy  the  eligibility  requirements, 
then  CNO  services  can  not  be  rendered.  If  it  is  determined  that  certain 
information  was  sent  to  DRDSS  in  error,  then  the  CNO  site  must  correct  such 
data  and  resubmit  for  reprocessing  showing  the  effective  date  of  enrollment. 
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Invalid  infonnation  can  include  the  Medicare  number,  name,  Medicare  Part  A  or 
Part  B  coverage  or  HMO  enrollment  See  Exhibit  V. 

D.  Adjustment  Process  for  Retroactive  Payment 

Changes  to  an  enrollee's  group  category  before  the  next  reassessment  or  late 
notification  of  an  enrollee  can  result  in  an  adjustment  process  for  retroactive 
payments.  If  this  should  occur  within  the  six  month  allowed  time  frame  (see 
Section  3.F),  then  submit  the  information  in  the  corrected/changed  enrollee  file 
(See  Section  3.D).  An  adjustment  for  retroactive  payment  report  will  be 
generated  and  mailed  to  each  site.  (See  Exhibit  VI) 

E.  Payment  Process 

Payments  are  initiated  by  DRDSS  on  a  monthly  basis  and  are  forwarded  to  the 
Department  of  Treasury  for  issuance.  All  payments  will  be  wired  to  your 
financial  institution  through  Automated  Clearing  House/Vendor  Express. 
Receipt  of  the  letter  and  the  Monthly  Payment  Enrollment  List,  in  enrollee 
within  group  category  sequence,  will  support  the  monthly  payment  and  will 
advise  the  CNO  site  that  payment  is  being  generated  by  the  Department  of 
Treasury.  (See  Exhibit  VII.) 

F.  Payment  Information  and  Changes 

Each  site  must  provide  DRDSS  with  payment  information  that  identifies  the 
name,  address,  banking  numbers  and  tax  reporting  information.  In  the  event 
that  any  of  this  information  changes,  i.e.,  change  in  banks,  etc.,  DRDSS  must  be 
notified.  See  Exhibit  VIII  for  a  copy  of  the  form  that  must  be  used  to  submit 
the  corrected  information. 
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SAMPLE  EXHIBIT  IV  TO  BE  INCLUDED 
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SAMPLE  EXHIBIT  VI  TO  BE  INCLUDED 
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Exhibit  VIII 
Required  Payment  Information 

The  information  concerning  your  financial  institution  should  be  available  through  your 
agency's  treasurer  or  financial  institution.  A  contact  person  at  your  financial  institution 
and  phone  number  for  that  person  is  important  for  verification  purposes.  Your  financial 
institution  can  assist  you  in  providing  the  routing  number. 

The  numbers  in  parentheses  indicate  the  maximum  number  of  positions  for  a  particular 
field.  Not  all  fields  have  a  restricted  length.  Please  complete  all  items  listed  and  return 
to  the  address  shown  below: 

PROVIDER  INFORMATION 

Name  and  address  of  provider  (payee): 

Name  (35)  

Address  Line  1  COMMUNITY  NURSING  ORGANIZATION  DEMONSTRATION 
Address  Line  2  (35)  _  

Address  Line  3  (30)  _   

City  (20)  

State  (2)   Zip  Code  (5)  

Tax  ID  Number  (EIN)  (9)  

Provider  Phone  Number:  Area  Code  (  )  -  
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Section  5  •  Reimbursement  Methodology 


A.  Intermediary  Designations  and  Functions 

Reimbursement  for  services  provided  under  the  terms  of  this  demonstration  will 
be  made  by  the  Health  Care  Financing  Administration  (HCFA),  Office  of 
Research  and  Demonstrations,  Division  of  Research  and  Demonstrations 
Systems  Support  (DRDSS).  In  serving  as  the  fiscal  intermediary,  DRDSS  will 
make  all  beneficiary  entitlement,  coverage  and  reimbursable  cost  determinations. 

B.  Reimbursement  Criteria 

For  Service  Related  Development  Costs,  reimbursement  shall  be  made  on  a  cost 
basis  in  accordance  the  Code  of  Federal  Regulations,  Title  42,  Chapter  IV,  Part  413, 
Subpart  A-G,  (42  CFR  413  A-G)  as  amended  and  instructions  prescribed 
thereunder  except  that  Medicare  requirements  modified  for  this  demonstration  will 
not  be  applied  for  reimbursement  purposes.  The  maximum  amount  that  will  be 
reimbursed  for  this  service  shall  not  exceed  the  budgeted  amount  approved  by  the 
project  officer.  Research  and  evaluation  and  data  collection  costs  will  be  funded 
through  the  existing  contracts  between  HCFA  and  the  demonstration  sites. 
Payment  for  mandatory  services  will  be  made  on  a  prepaid,  capitated  basis  in 
accordance  with  Public  Law  100-203,  Section  4079  (a-d).  The  following 
provisions  are  mandatory  and  take  precedence  over  the  regulation  requirements 
and  related  instructions. 

During  any  month  in  which  an  individual  is  enrolled  with  an  eligible  organization 
and  receives  services  for  community  nursing  and  ambulatory  care  (  as  defined  in 
Public  Law  100-203,  Section  4079  (b)(1) )  that  are  not  prescribed  by  the  eligible 
organization,  the  capitation  payment  for  the  individual  shall  be  denied  for  that 
month  and  payment  for  that  month  will  be  recouped  from  the  eligible 
organization. 


1.  Services  Provided  by  the  Demonstration  Site 

Reimbursement  for  the  Service  Related  Development  Costs  incurred  by 
each  demonstration  site  shall  be  made  retrospectively  on  the  basis  of 
reasonable  cost  subject  to  the  provisions  of  42  CFR  413.9  (a-c). 

For  the  mandatory  services  specified  in  Public  Law  100-203,  Section 
4079  (b),  the  site  will  be  paid  for  each  enrolled  month  the  Per  Capita 
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12  months  of  operation  of  the  demonstration.  Line  item 
changes  may  be  made  within  the  budgets  only  with  the 
approval  of  the  project  officer.  Total  allowable  reimbursement 
cannot  exceed  the  amount  of  the  approved  budgets. 

b.     Final  Settlement 

For  final  settlement  purposes,  each  demonstration  site  is 
required  to  complete  and  submit  to  DRDSS  a  report  of  the 
cost  of  rendering  services  to  participants  in  this  demonstration 
The  cost  reporting  forms  will  be  supplied  by  DRDSS.  The  cost 
reports  are  to  cover  the  fiscal  reporting  period  of  each 
demonstration  site.  The  cost  reports  will  be  submitted  to 
DRDSS  within  90  days  following  the  close  of  each  fiscal 
reporting  period.  These  must  be  accompanied  by  a  copy  of 
financial  statements  that  reconcile  to  the  cost  report  Audited 
financial  statements  must  be  forwarded  to  DRDSS  upon  their 
completion  and  receipt  If  the  cost  reports  are  not  received  by 
DRDSS  (and  an  approved  extension  to  file  has  not  been 
granted)  within  90  days  of  the  end  of  the  demonstration  site's 
fiscal  year  end,  interim  reimbursement  will  be  suspended  until 
receipt  of  the  cost  report  If  the  cost  report  is  not  received  by 
DRDSS  within  180  days  of  the  fiscal  year  end,  all  payments 
made  during  the  fiscal  period  of  the  subject  cost  report  will  be 
declared  an  overpayment  and  recovery  action  will  be  initiated 
by  DRDSS. 


2.  Accounting 

The  cost  data  submitted  for  final  settlement  purposes  must  be  on  an 
accrual  basis  for  accounting  in  accordance  with  42  CFR  413.24  (a) 
(2).  All  books  and  records  must  be  retained  for  five  years  beyond 
the  fiscal  period  that  they  represent  Sufficient  documentation  must 
be  maintained  for  audit  and  settlement  purposes  to  support  the 
allocation  of  costs,  as  described  in  42  CFR  413.20  (a-d). 
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F.         Right  to  Hearing 

The  Demonstration  Site  has  the  right  to  an  administrative  review  by  the  fiscal 
intermediary  of  any  matter  arising  under  the  Participation  Agreement  The  fiscal 
intermediary,  at  its  discretion,  may  conduct  a  hearing  on  any  or  all  of  the 
matters  brought  before  it  for  administrative  review.  The  decision  of  the  fiscal 
intermediary  made  in  accordance  with  such  administrative  review  or  hearing, 
including  a  decision  whether  to  grant  a  hearing,  is  final  and  no  other  right  of 
appeal  is  available  to  the  Demonstration  Site  under  42  C.F.R.  Part  405,  Subparts 
G,  H,  or  R,  or  any  other  authority. 
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Payment  Method  B 


0  to  5  HHA 

Visits 

Age 

Male  Female 

65-69 

0.07  0.24 

70-74 

0.35  0.67 

75-79 

0.69  1.01 

80-85 

1.10  1.25 

^85-94- 

_1.85  1.44 

Carle 

No  ADL  Controls 

6  to  12  HHA  13  to  30  HHA  Total  visits  >30 
Visits  Visits 

Overall  Overall  Overall 

6.99  11.24  36.50 
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EXAMPLE  OF  CNO  PAYMENT  RATES 


Introdnction 


This  document  provides  examples  of  projected  monthly  capitated  navment 
r^s  for  CNOs  (applying  the  rate-setting  methodolo^dcsSed  iT^ 
£2T£   ^elDemonfrati°n  Manual)  and  explains  the  steps  and  data 
used  m  the  calculation  of  these  rates.  We  are  presenting  ourbesT 

SESTfa    *      *         °f  momhly  rates  »  «■*  Potential 

offerors  in  esnmatmg  potential  CNO  revenues  during  the  demon^tion  - 

and  undemanding  the  financial  risks  associated  with  the  demtawration.  ' 

To  Ulustrate  how  the  rates  might  vary  across  different  geographical  areas, 

rates  are  presented  for  hypothetical  "high-cost"  and  ToSSSte 

While  the  example  set  out  below  represents  our  best  estimate  of  the 
projected  capitated  rates  for  several  hypothetical  geographical  locations, 
wej^phasire  that  these  are  estimates  based  on  currently  a^Te 
^     data-the  actual  rates  will  be  based  on  furmer  comprehensive 
analyses  of  recent  Medicare  claims.  Section  4079  of  the  Omnibus  Budget 
SS"^  of  J*!  r^  that  the  payment  rates  be  established 
90  days  pnor  to  their  effective  date,  Consequently,  CNOs  will  be  notified 
of  the  aaaal  rates  to  be  used  for  the  first  year  of  the  demonstration 
before  they  decide  whether  to  sign  participation  agreements  to  begin  the 
operational  phase  of  the  project.  While  we  anticipate  that  the  rates  wffl 
approximate  the  amounts  calculated  here,  offerors  should  recognize  that 
there  is  potential  for  the  final  rates  to  vary  from  these  estimank 

Steps  Involved  in  Computing  Projected  Payment  Rates 

L       Compute  the  Average  ITS,  prr  Canm,  M^TT  BM  fig 
Mandatory  Sayjgg,  The  cost  effect  of  all  area  Medicare 
beneficiaries  who  are  enrolled  in  Health  Maintenance  Organizations 
(HMOs)  or  Competitive  Medical  Plans  (CMPs)  is  removed.  In 
accordance  with  the  rate-calculation  methodology  described  in 
Chapter  4  of  the  Demonstration  Manual,  these  average  costs  are 
separated  into  Base  Costs  (i.e^  expenditures  for  home  health  and 
certain  Medicare  Pan  B  services  that  could  be  included  in  our 
analysis  of  expenditures  for  individuals  in  the  1984  National  Long 
Term  Care  Survey)  and  Supplemental  Costs  (expenditures  for  other 
Part  B  services  which  could  not  be  included  in  that  analysis).  In 
1988.  the  most  recent  year  for  which  data  is  now  available  on 
Medicare  expenditures  by  type  of  service,  average  per  capita 


monthly  expenditures  were  S9.40  for  Base  Costs  and  $6.10  for  Add- 
on  Costs.  Trending  these  costs  forward  to  1993  (based  on  a  6 
percent  annual  inflation  rate),  the  estimated  average  per  camta 
monthly  rates  for  1993,  the  first  year  of  the  demoltration  s 
operational  phase,  are  $1158  for  Base  Costs  and  $8.16  for 
Supplemental  Costs.  (Thus,  the  overall  estimated  1993  averaee 
monthly  cost  is  $20.74.)  ^crage 

Apply  Geographic  Adjustment   The  average  per  capita  cost  is 
adjusted  to  reflect  the  relative  level  of  Medicare  expenditures  for 
mandatory  sendees  for  the  CNO's  geographic  area.  The  actual 
geographic  adjustment  will  be  calculated  by  comparine  the  oer 
capita  expenditure  for  mandatory  CNO  services  in  each  locahty  of 

m   f'ZC  P  "  t0  Cakulate  a  ge°grapto  adjustment  factor  for 
individual  Metropolitan  Statistical  Areas  (MSAs)  and  a  factor  for 
au  the  nonmetropolitan  counties  in  each  State.  A  geoeraohic 
adjustment  factor  of  1.0  would  indicate  that  the  average^er  capita 
CNO  costs  for  a  locality  are  equal  to  the  national  average  We 
anncipate  that  the  geographic  adjustment  factor  is  likeryto  ranee 
between  .5  and  1J,  with  the  factor  for  most  localities  falling 
between  .7  and  13.  For  the  purposes  of  this  example,  we  present 
calculanons  for  two  hypothetical  localities:  Locality  A,  a  lowermost 
area,  has  a  geographic  adjustment  of  .7.  Locality  B,  a  higner-cost 
area,  has  a  geographic  adjustment  of  13.  Multiplying  these 
geographic  adjustment  factors  by  the  average  CNO  costs  produces 

^^iT^T6^limZlCd  avera8C  Per  ««  * 

M4.52  (0.7  X  20.74)  for  Locality  A  and  $26.96  (L3  X  20.74}  for 

Locahty  B.  ' 

To  provide  potential  offerors  with  preiiniinary  information  to 
estimate  the  adjustment  factors  for  their  locality,  we  have  attached 
two  tables.  Table  1  show  the  average  Medicare  expenditure  per 
enrollee  for  home  health  services  in  each  State  in  1988  Table  2 
shows  the  geographic  wage  index  that  is  used  in  computing 
Medicare  reasonable  cost  limits  for  home  health  services.  This 
wage  mdex  includes  a  separate  factor  for  each  MSA  and  for 
nonmetropolitan  areas  in  each  State.  While  these  data  apply  only 
to  home  health  costs  and  not  to  the  costs  of  other  types  of  CNO 
services,  they  should  provide  offerors  with  an  indication  of  whether 
their  own  locality  is  likely  to  have  a  high  or  low  geographic 
adjustment  factor. 


Multiply  Base  Costs  bv  Enrolls  Wjejghjs..  HCFA  has  computed  an 
Enrollee  Weignt  tor  each  class  of  enrollees  using  data  from  the 
1984  National  Long  Term  Care  Survey  to  predict  an  enrollee's 
Base  Costs.  The  Enrollee  Weight  for  any  class  is  multiplied  bv  the 
estimated  1993  Base  Cost  computed  in  Step  1  to  produce  a  ' 
Weighted  Base  Cost. 

The  variables  used  to  establish  these  classes  and  their  associated 
Enrollee  Weights  differ  between  Payment  Method  1  and  Payment 
Method  2.  In  Method  1,  these  characteristics  consist  of  the 
enrollee's  age,  sex.  and  prior  use  of  Medicare  home  health  in  a  6- 
month  penod  (i.e.,  if  an  enrollee  received  5  or  more  Medicare- 

thT^nh°Km?  ,hCait!l  TSitS  in  thC  6  m0nths  Prior  t0  enrollment  with 
the  CNO,  he/she  will  be  assigned  to  a  separate  enrollee  class) 

Method  2  includes  these  characteristics  plus  measures  of  the 
enrollee's  functional  status  (I.e.  an  enroUee  will  be  assigned  to  a 
separate  class  if  he/she  is  disabled  in  2  or  more  Axtivities  of  Daily 
Living).  Payment  Method  1  involves  the  following  14  enrollee 
classes: 


Enrollees  who  Received  Fewer  than  5  Medicare  Home  Health  Visits 
in  the  6  Months  Prior  to  Enrollment: 


Aee  Groun 

Male 

Female 

Less  than  65 

Cell  1 

Cell  7 

65  -  69 

Cell  2 

Cell  8 

70  -  74 

Cell  3 

Cell  9 

75  -  79 

Cell  4 

Cell  10 

80  -  84 

Cell  5 

Cell  11 

85  or  older 

Cell  6 

Cell  12 

Enrollees  who  Received  5  or  More  Medicare  Home  Health  Visits  i 
the  6  Months  Prior  to  Enrollment: 


Male  -  Cell  13 
Female  -  Cell  14 
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Payment  Method  2  involves  17  classes: 

fn^U?Jh0KRT,Ved  ^  thaD  5  MediCa™  health  Visits 

in  the  6  Months  Pnor  to  Enrollment  and  who  are  Impaired  in 
Fewer  than  2  ADLs;  ^  ,n 

Age  GropP  Mik  fimale 

Less  than  65  Cell  1  Cell  7 

«  -  69  cell  2  Cell  8 

70  *  74  Cell  3         Cell  9 

80  *  84  Cell  5         Cell  u 

85  or  older  Cell  6  Cell  12 

fn^r  Wkho  5  °*  More  Medicare  Home  Health  Visits  in 

the  6  Months  Pnor  to  Enrollment  and/or  who  are  Impaired  in  2  or 
More  ADLs  at  time  of  Enrollment: 

#  ADL  Few  than  5  5  or  more 

Impairments  Prior  VUit*  Prior  Visit* 

? or  1  —  Cell  15 

2  Cell  13  Cell  16 

3  or  more  Cell  14  Cell  17 

Include  SunplPHi-pt,!  r„„,  ^  Eaangrj  p  

Supplemental  Costs  are  cenain  Medicare  Pan  B  costs  that  were 

!n?Udielin"CFA,S  initial  Elation,  based  on  analysis  of  data 
from  the  1984  National  Long  Term  Care  Survey,  of  EnroUee 
Weights  for  each  class  of  enroilees.  Therefore  these  Supplemental 
Costs  are  not  multiplied  by  an  Enrollee  Weight.  Rather,  a  uniform 
amount  representing  the  average  per  capita  costs  for  Supplemental 
Costs  is  added  to  the  Weighted  Base  Cost  for  each  class  The 
resulting  total  is  the  adjusted  average  per  capita  cost  for  CNO 
services  (CNO-AAPCQ  for  a  class  of  enroilees.  As  required  by 

CNaAAPcc  Medicare  p" capila  paymem  is  95  percem  0f  this 

Table  3  displays  the  estimated  monthly  pavment  rates  for  each 
class  under  Payment  Method  1,  and  Table  4  shows  the  estimates 
for  Payment  Method  2.  The  top  half  of  each  table  displays 
estimated  rates  for  Locality  A,  and  the  bottom  half  provides 
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estimates  for  Locality  B.  Each  table  shows,  for  both  localities 

We;ghted  Basc  Cost  and  s«pp^  cos^ha0nf 

the  enrollee  classes  established  for  that  payment  method.  Tfce 
Total  Payment,  which  is  the  sum  of  these  payments  multiplied  by 

fat  projened  roomh*       P~  L  fo7 

C        Analysis  of  Projected  Payment  Rates 

These  tables  show  that  for  Locality  A,  an  area  with  relatively  low  service 
cam.  the  monthly  payment  for  an  enrollee  would  ranged  sTisT 
$225.29  under  Payment  Method  1,  and  from  $6.60  to  $384.76  under 
Payment  Method  2.  For  Locality  B,  an  area  with  relatrTry  ^  service 
costs,  the  monthly  enrollee  payment  would  range  from  S13mTo  SSSl 

MethndTr  MCth°d  1  and  fr0m  Sl2*  t0  $714^  un^Pa^40 
Method  2.  In  assessing  the  financial  implications  of  these  rat«  \™  *  , 
offerors  should  consider  the  following  points:  * 

°       ^oatCSKVa^  COmiderab,y  based  on      geographic  adjustment,  so 
offerors  should  consider  the  potential  impacts  on  their  revenue 
projections  if  their  actual  geographic  adjustment  is  higher  or  lower 
than  they  anticipate.  ^  mT 

o       Clearly,  the  characteristics  of  the  beneficiaries  who  enroll  in  the 
demonstranon  are  a  key  factor  in  revenue  projections.  If  the 
attribution  of  enrollees  is  similar  to  their  distribution  within  the 

^T^S^^        ^  SmaJI  Percen^  <*  the  enrollees 
w,U  faU  mto  the  highest-payment  cells.  Table  5  shows  our  estimate 
of  the  distnbunon  of  Medicare  beneficiaries  in  the  US.  across  the 
enrollee  classes  under  each  payment  method.  As  this  table 
suggests,  we  estimate  that  only  2.9  percent  of  the  Medicare 
population  would  be  classified  in  the  two  highest-payment  enrollee 
classes  of  Payment  Method  1-ceils  13  and  14.  Similarly  only  19 
percent  of  the  Medicare  population  would  be  classified  in  the  three 
highest-payment  classes  under  Payment  Method  2-cells  15  throuah 
11.  In  estimating  CNO  revenues  and  service  costs,  potential 
offerors  should  identify  whether,  in  their  opinions,  the  distribution 
of  enrollees  across  these  classes  in  a  CNO  site  would  be  likely  to 
approximate  the  distributions  displayed  in  Table  5. 

o       We  emphasize  that  the  differences  in  payment  rates  across  the 

?  rCfleCt  differences  in  th*  average  monthly  Medicare 

costs  for  CNO  senses  that  enrollees  in  these  classes  would  incur 
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in  the  fee-tor-service  system.  Enroilees  in  the  highest-payment 
classes  are  predicted  to  require  more  CNO  services  and  Lcur 
greater  costs. 

The  payment  rates  reflect  beneficiaries'  average  Medicare 
expenditures  over  a  12-month  period.  An  individual  beneficiary's 
service  costs  are  likely  to  be  much  higher  than  these  rates  in  some 

USE?  ^  vi°?r  m  0thCrS-  For  M  avcra8'  patient 

episode  of  Medicare-covered  home  health  care  is  completed  within 
60  days  and  m  1993  dollars  will  cost  in  excess  of  $1600.  Thus, 
CNOs  should  not  expect  even  the  largest  monthly  capitated 
payments  to  cover  the  full  costs  of  services  required  during  an 
enroilee's  episode  of  post-acute  or  sub-acute  care.  Rather  the 
payments  and  service  costs  should  balance  each  other  over  time  if 
there  is  a  representative  mix  of  enroilees  who  maintain  their 
enrollment.  The  financial  risks  associated  with  the  capitated 
payment  rates  will  be  increased  if  individuals  tend  to  enroll  durine 
periods  when  their  service  needs  have  increased,  and  to  disenroU 
when  these  needs  have  stabilized.  Consequently,  the  length  of  the 
average  period  of  enrollment  from  the  CNO,  as  well  as  the 
characteristics  of  individuals  who  enroll,  may  be  a  significant  factor 
in  projecting  revenues  and  costs  under  the  demonstration. 


D:        Estimated  Enrollee  Premiums 


The  Enrollee  Premium  represents  the  actuarial  value  of  the  Medicare 
coinsurance  and  deductibles  applicable,  on  average,  to  mandatory 
community  nursing  and  ambulatory  care  services.  HCFA  will  compute 
this  actuarial  value  as  a  percentage  of  the  adjusted  average  per  capita 
expenditures  for  mandatory  services.  Our  current  estimates  are  that  the 
average  enrollee  premium  will  be  $3.57  per  month.  HCFA  is  currently 
considering  establishing  the  enrollee  premium  as  a  percentage  of  the 
HCFA  payment  rate  for  each  class,  so  that  an  enroilee's  premium  would 
reflect  the  level  of  expenditures  the  enrollee  is  predicted  to  require  (e.g 
using  the  estimates  computed  here  the  premium  would  be  $3.57/520.74  1 
17.2  percent  of  the  HCFA  payment  rate  for  a  class.  However,  we  are  still 
considering  the  advantages  and  disadvantages  of  this  approach. 


Table  1 


MEDICARE  EXPENDITURES  PER  ENROLLEE  FOR  HOME  HEALTH  SERVXCES 


(1588) 
By  State 


State 

ALL  AREAS 
UNITED  STATU 

NORTHEAST 
*>RTH  CENTRAL 
SOUTH 
WEST 

NEW  ENGLAND 
CONNECTICUT 
MAINE 

MASSACHUSETTS 
HEW  HAMPSHIRE 
RHODE  ISLAND 
VERMONT 

MI DOLE  ATLANTIC 
NEW  JERSEY 
NEW  YORK 
PENNSYLVANIA 

I  AST  NORTH  CENTRAL 
ILLINOIS 
INDIANA 
MICHIGAN 
OHIO 

WISCONSIN 

WEST  NORTH  CENTRAL 
IOWA 
KANSAS 
MINNESOTA 
MISSOURI 
NESRASKA 
NORTH  OAK  OTA 
SOUTH  DAKOTA 

SOUTH  ATLANTIC 
DELAWARE 

DIST.  Of  COLUMBIA 

FLORIDA 

GEORGIA 

MARYLAND 

NORTH  CAROLINA 

SOUTH  CAROLINA 

VIRGINIA 

WEST  VIRGINIA 


Expentimirp 


State 


ExpemfitYp 


SSI 
•O 

n 
«s 

7S 
S7 

ss 

»• 

40 
S3 
41 

70 
Tl 


43 
40 
13 

47 
SR 
3R 
M 
3fl 
32 

3R 

21 
31 
11 

77 
37 
37 
30 

•• 

•O 
■3 

•  1 

•  4 
SI 
S4 
M4 
S4 
43 


CAST  SOUTH  CENTRAL 

111 

ALARAMA 

KENTUCKY 

•X 

MISSISSIPPI 

IS 

TENNESSEE 

IRS 
117 

WST  SOUTH  CENTRAL 

ARKANSAS 

RO 

LOUISIANA 

4» 

OKLAHOMA 

IS 

TEXAS 

14 

17 

MOUNTAIN 

ARIZONA 

4S 

COLORADO 

31 

IDAHO 

tl 

MONTANA 

31 

NEVADA 

4R 

NEW  MEXICO 

SS 

UTAH 

3S 

WYOMING 

74 

30 

■ACTMC 

ALASKA 

R3 

CALIFORNIA 

43 

HAWAII 

R« 

OREGON 

31 

WASHINGTON 

4R 

41 

OUTLYING  ARIAS! t/) 

to 

Table  2 


GEOGRAPHIC  WAGE  INDEX  USED  IN  ESTABLISHING  MEDICABF 
COST  LIMITS  FOR  HOME  HEALTH  SERVICES 
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